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SPRING MEETING OF COUNCIL

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Monday Morning,

May 9,

1977

...The meeting of the Council of the American
Institute of Certified Public Accountants was called to order

at 9 o’clock,

a.m.,

Biltmore Hotel,

in the Grand Ballroom of the Arizona

Phoenix, Arizona, Michael N.

Chairman of the Board, New York,
CHAIRMAN CHETKOVICH:
guests,

Chetkovich,

presiding...
Good morning, members and

and welcome to the Arizona Biltmore.

meeting at this site in many years,

This our first

I guess since 1961.

The

Board of Directors decided to come here because of the un

certain and sometimes unfavorable weather we have experienced

at The Broadmoor in Colorado Springs in recent years.

at least,

So far,

the Board’s expectations as to the weather here have

been virtually rewarded,

and we hope that all of you will have

a very pleasant and a fruitful stay here.
It is my honor indeed and a very considerable respon

sibility to occupy this podium and to chair this meeting,

and

I will do my best to discharge that responsibility as fairly
and as effectively as I know how.
We have quite a full agenda,

and in order to deal

with it in an orderly fashion, we will have to try to stay

2

within certain reasonable time limits for the various agenda
items .

I will appreciate your understanding and cooperation

in this effort.

Let me briefly outline the program for this
meeting.

We will be meeting for three morning sessions from

nine until one each day, Monday through Wednesday,

that time we will be acting on some issues,

and during

discussing others

and receiving reports on still others--all of them of sub
stantial import to our profession.
In the "action” category,

you will be asked to

approve for submission to the membership by mail ballot a
proposal to amend the Code of Professional Ethics by incor
porating General Standards which would apply to all areas of

practice--auditing,

tax and advisory services.

In addition,

at its meeting last Friday,

your

Board approved for recommendation to you a proposed amend

ment to the Independence Rule.

I will have more to say

about that shortly.
We will also receive reports from a number of

committee chairmen:

*Hal Robinson,

Chairman of the Quality Control Review

Committee, will update us on the work of his committee and
on the Quality Control Review Program generally.

The Special

3
Committee on Proposed Standards for Quality Control Policies

and Procedures within the past week distributed copies of a

discussed draft on the proposed standards.

Extra copies are

available in this room for those who may not have seen this

document.
*Wilbur Stevens,

Chairman of the Special Committee on

Specialization, will report to us on the progress of that

committee’s work.

*Herbert Miller,

Chairman of the Board on Standards for

Programs and Schools of Professional Accounting, will provide

us with a report from his Board.

*Clayton Ostlund,

Chairman of the Professional Ethics

Executive Committee, will bring us up to date on developments

with respect to the subject of advertising.
Later in the morning, Wally Olson,

Ted Barreaux and

Al Sommer will brief us on Washington developments with which

they have been actively and,

certainly I believe,

effectively

involved for the past several months.
Tomorrow morning, we will have the pleasure of
hearing three special guests:

Charles T. Horngren,

of the American Accounting Association;

James Martin,

President of the CPA Society Executives Association;
Wilbur H.

Stevens,

President

Jr.,

and

President of the National Association of

4
State Boards of Accountancy.

Also on tomorrow’s program will be a session re
lating to the Report of the Commission on Auditors’
bilities.

Responsi

In an anticipation of the publication some weeks

ago of the tentative conclusions of this Commission,

I

appointed a special committee to consider the Commission’s

report and to advise the Board on the AICPA’s reponse.

That

special committee is chaired by Samuel Darieux who will make
a brief presentation.

Following his presentation,

all in

attendance will assemble in breakout discussion groups

designed to elicit your reactions to a number of the issues
raised by the Commission’s tentative conclusions.

An outline

of some of the more important issues was mailed to you.

The

discussion groups will be led by members of Sam’s Committee
who are most anxious to have your views on these very
important issues.

Your assignments for the breakout sessions are

indicated on the reverse side of your name badges.

view,

In my

the report of the Commission is one of the most signi

ficant documents ever to come before the profession,

and it

certainly calls for the most thoughtful consideration and

action.

•
With the exception of the session tomorrow morning
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involving our three guests, we have planned our program to

allow time for some discussion from the floor in connection
with each item on the program.

You are encouraged to take

advantage of this opportunity to express your views and to
ask questions.

I would suggest that when you do so,

you go

to one of the microphones and then start by giving your name.

In addition, we have allotted time during the
Wednesday program for an open forum when members of Council
may raise questions or comment on any aspect of the Institute’s

activities.

I want to re-emphasize,

though,

that we welcome

your views on the issues being discussed throughout the

meeting.

The privilege of the floor also applies to committee

chairmen and guests who are with us.
however,

Please keep in mind,

that only Council members may vote on proposals and

motions.

Finally,

let me remind you to fill in the attendance

form included in your folder and drop it in one of the boxes
reserved for that purpose.
The Secretary has informed me that we have a quorum.

So the meeting is now in session.
Before proceeding with the program,

I will take

this opportunity to introduce to you the officer nominees
for 1977-78,

and I will ask them to stand as their names are

6

called and remain standing until all have been introduced:
(I would appreciate your withholding your applause until all

have been introduced.)
*For Treasurer:

Harry R. Mancher of New York

Robert M.

*For Vice Presidents:

Coffman of Colorado;

*Andrew P. Marincovich of California;
*Robert D. May of Florida.

*For Vice Chairman:

Joseph P.

*For Chairman of the Board:

Cummings of New York.

Stanley J.

Scott of Texas.

(Applause.)

The election of these nominees will be on the
agenda of our Fall Meeting.

Now,

as to the first order of business,

of the minutes of our last Council meeting.
the October 23,

to you.

the approval

The minutes of

1976 Council Meeting have been distributed

One of our Council members has offered an amendment

to the minutes as distributed and based thereon, we would
propose that we add to the section of the minutes relating

to "Status Report on Washington Developments and Key Person
Program,” the following additional language:

”In response to a question from the floor,

Mr.

Olson confirmed that the Board of Directors

had approved the creation of a Political Action

7

Committee the previous day.

He said that the PAC

would be limited in its scope of operations.

He

said that it would consider purchasing tickets to

campaign fund-raising functions sponsored by or

for those members of Congress with whom the staff
of the Institute have been working closely.”
May I have a motion to approve the minutes, as

amended?
...The motion to approve was made and seconded and,
there being no discussion, was put to a voice vote and was

carried...
CHAIRMAN CHETKOVICH:
Now,

The minutes have been approve

sticking with the subject of the Political

Action Committee for just a moment,

the member who proposed

that amendment to the minutes suggested that the Political

Action Committee should give a full accounting to Council and
the Institute membership of the amounts collected and from

whom,

the amounts contributed and to whom,

and the value of

Institute staff and other resources used in supporting the

Political Action Committee.

In this context,
briefly on the formation,

committee.

let me bring you up to date
the policies and finances of our

8

The committee held its first meeting at the

Institute offices in New York on March 2,

1977.

of my position as Chairman of the Institute,
President.

By virtue

I was elected

The committee, which goes by the formal name of

AICPA Effective Legislation Committee,

adopted the following

general disbursement policy:
1.

Disbursements of the committee,

purposes,

for all practical

will be limited to the purchase of tickets

to campaign fund-raising events,

cocktail parties and the like.

such as dinners,

Only the very most

unusual circumstances will a direct contribution to

a political organization or campaign committee be
considered.
2.

Contributions from the Effective Legislation Com

mittee will go only to meet campaign expenses of

incumbent members of the United States Senate and
House of Representatives.

3.

The total amount donated to any individual candidate

will not exceed $1,000 per year.
4.

Expenditures from the Effective Legislation Committee

will be made by the AICPA Vice President,
Relations,

Government

after consultation with the President of

the Institute and at least one member of the commitee

9

in practice.
5.

These general policies, which are the initial dis

bursement policies of the committee, will be re
examined periodically.

Talking still about our Political Action Committee,

as you all know, we have conducted a mail solicitation of the
To date,

entire membership seeking funds for the committee.

1,373 members have contributed $48,545 to the Effective
Legislation Committee in amounts which range individually from

$1 to $500 per contribution or an average of about $35 per

contributor.

purpose,

As we have indicated previously,

at this time at least,

tunities to make contributions,

it is not our

to go out looking for oppor
but we do want to be ready

and able to respond appropriately when our judgment tells us

we should.

To date, we have not made any disbursements.

Speaking to the point about making known the
individual contributors and the amounts contributed,

some of

our contributors, while recognizing that statutory filings

must be made with the Federal Elections Commission which
would identify each contributor and each disbursement, none
theless have indicated they would prefer that there not be
any widespread publication of their contribution.

This

concern is probably in terms of avoiding their being contacted
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for contributions from other sources, and we feel that we
should honor their preference.

We will, however, be reporting

to the Council on the total receipts,

the number of contri

butors and on any and all disbursements made by the Effective
Legislation Committee in detail.

Now,

as to the Report of the Board of Directors.

All actions taken by the Board of Directors since last fall

have been reported to you in the minutes of the Board's
December and March meetings.

Included among those actions

are several of the items I mentioned earlier and which will

be discussed in greater detail at this meeting.

The Board of Directors held its latest meeting here
in Phoenix on Friday and took a number of actions which I

would like to bring to your attention now.

You will,

of

course,

receive the minutes of that meeting in the next few

weeks.

There are quite a few actions to report on.

I didn't

realize that we had done as much as this record indicates,

Don,

and so I will go through this rather quickly with you.

In the international field,

the International

Federation of Accountants will be formed in Munich this fall
as the first permanent worldwide organization of accountants.

The Board has authorized the AICPA to be a founding member

and authorized funds to enable the new International Federation
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to be headquartered in New York.

The Board also authorized the Chairman or President
to sign an amended Agreement and Constitution of the Inter

national Accounting Standards Committee,

of which Joe

Cummings is the Chairman.

Back on the domestic front,

the Board agreed on a

response to the Financial Accounting Foundation's Structure
Committee Report,

and we will have more to say on that later

this morning.

The Board received the Report of the Board on
Standards for Programs and Schools of Professional Accounting.
There was one dissent to that report by a member of the

Standards Board who felt that the terminology used,

such as

the use of the word "Professional" in reference to "Accounting

Education" tended,

in his mind,

to define the profession of

accounting as perhaps including persons who were not all
CPA’s.

He also wanted to be sure that the other interested

bodies participate in any accrediting process.

The report

was received by the Board with the understanding of the

Directors that the use of the term "Professional" in the
context of accounting education is not intended in any way
to define more generally the term "Accounting Profession."

The Board received the Report of the Special
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Committee to Study the Profession’s Role in Public Service
Activities,

a committee chaired by Doctor Sommer,

and author

ized the appointment of a new Standing Committee to study

this report and to develop implementing programs.

The Connecticut Society has informed us of its

intention to propose at this meeting that Advisory Group A
be split and that a new advisory group composed of firms of

one to ten AICPA members be formed with another group repre

senting local practice firms of eleven to fifty AICPA members
This proposal was discussed by Group A at a meeting last week

Advisory Group A is unanimously opposed to splitting the
local practice advisory group as proposed.

Advisory Group A

now is made up of fifteen representatives of local practice
firms.

Its members have suggested, as an alternative,

that

the Board increase the size of the committee by adding to the
present fifteen,

six additional members from firms having

from one to ten Institute members.
has agreed with this suggestion.

The Board of Directors

After appointments are made

ten of the twenty-one members will be from firms of one to

ten AICPA members.

The remaining eleven will come from firms

of up to fifty AICPA members.

In a related decision,

the Board authorized a new

publication designed to meet the needs of the local

___________________________________________________________________ ___________________ 13

practitioner.

This publication would cover both practice

management and technical subjects,

and would be distributed

without charge to all members and firms having less than

fifty AICPA members.

Other members of the Institute could

receive it on a continuing basis on request.

The Chairman of the Committee on GAAP for Small
and Closely-held Businesses reported to us on the work of

his committee.

He said that his committee had met with the

FASB, but that it still was not clear as to when or if the
FASB will act on the committee’s recommendations.
request of the committee,

the FASB:

(1)

At the

the Board will put two questions to

Does it intend to put the recommendations of

the committee on its technical agenda,
soon might action be expected?

and,

(2)

if so,

how

If the response is negative,

your Board will consider what else might be done to achieve

the necessary relief and will report to Council in due course
In recognition that questions had been raised from

time to time regarding attendance at Council meetings of non
members of Council,

such as Executive Directors of State

Societies or members of the Institute in general,

the Board

asked me to appoint a committee to consider attendance at

Council meetings and other operating procedures of the

Council,

and we will be reporting to you on developments in

14
that area.

There is one further action I should call to your
You will have noted in the minutes of the March

attention.

3-4 Meeting of the Board that it was brought to our attention
that there was a technical inconsistency in Rule 101 of the

Code of Professional Ethics--the Independence Rule.

Board,

at its Friday meeting,

The

reviewed modifying language

that would correct the problem and decided that since other

matters requiring a referendum ballot of the membership would

be on the Council’s agenda,

Council should be asked to con

sider this change as well.

You will find in your kits a memo

explaining the proposal.

I ask you to study it during the

course of the meeting and will ask on Wednesday whether you

are prepared to take action on it at this meeting.

do so,

If we can

there will be a substantial savings in grouping this

with other proposals which will be submitted to the
membership.

As you are aware,

the Federal Trade Commission has

announced an investigation into the accounting profession.

We received,

shortly before the Board meeting,

a comprehensive

summons addressed to the AICPA in connection with that inves

tigation.

Our lawyers are studying the summons and we will

keep you posted as further developments occur.
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During our meeting last Friday,

there was received

in the New York offices of our Institute a letter from the
U.S.

Justice Department asking for what could be a substantial

amount of material relating to our advertising rule.

This

request is so recent that our lawyers haven’t even seen it

yet,

or hadn’t at the time this was written.
Both the FTC investigation and the advertising rule

We thought it im

will be discussed later in the program.
portant,

however,

that you know of the Justice Department

inquiry before receiving the report from Clayton Ostlund on

what we are doing about the advertising rule.

There were, of course,

other actions taken at the

Friday meeting of the Board and they will be reported to you
during the course of the meeting,

and others of some lesser

significance will be reported in the minutes which we will
be sending to you.

Now,

I would like to ask to the platform John Zick,

the Institute’s Treasurer who,

together with George Taylor,

the Institute’s Controller, will present the Institute’s

current financial picture.
MR.

Mike.

JOHN W.

Good morning,

ZICK,

John and George -Treasurer,

New York:

Thank you,

members of Council:

The financial statements for the Institute covering
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operations for the seven-month period ending February 28,

197

were mailed to you prior to this meeting and additional copies

are included in the packets on your table.

I intend to touch

on a few highlights of our operations for the seven-month

period and describe for you reasons for major deviations from
budget as reported in the financial statements.
our first line summarizes income,

results for the seven months,

budget for the period.

(Plate No.

1

expenses and net

as well as variations from

As you can see,

income exceeded

budget expectations by about $390,000, while our expenses
were under budget by $211,000.

As a result of the mathematical

uncertainty of accountants, net income for this period

exceeded budget by a total of $601,000.

You might be inter

ested to know that our income exceeded budget estimates by

about 3% while our expenses were under-budgeted by about 2%.
Not too bad I’d say, well within the realm of materiality, I

think.

(Plate No.

2.)

The next slide summarizes the

variances from budget of our revenue-producing activities,
and then the differences involving all other activities of
the Institute.

We had an increase of $248,000 over budget in

our gross receipts from revenue-producing activities,
expenses increased only $32,000.

but our

I will give you more detail;
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concerning those activities in just a moment.

A comment about the ’’all other” category.

Member

ship in the Institute continued to grow at a somewhat greater
rate than anticipated,

resulting in $105,000 of the added

income coming from membership dues.

to you,

at February 28,

totaled 126,867,

July 31,

1977,

As a matter of interest

the Institute’s membership

a net increase of about 5,000 members since

1976.

Since our revenue-producing activities account for

a sizable portion of the added income and nearly 62% of our
total revenues,

a few words about those programs might be of

some interest to you.

(Plate No.

3.)

This slide summarizes

sources of revenue from revenue-producing activities.

We anticipated about a 5% increase in the number of
CPA examination papers graded by the Institute for the

November,

1976 examination and we came out pretty close to

reality.

Subscription income from magazines is about on

target, while added revenues for advertising in our magazines
exceeded budget by $128,000,

accounting for most of that

difference.
Sales of miscellaneous publications have been held

down because of a lack of new material.

the other hand,

The CPE program,

on

is doing somewhat better than budget so far

18
The additional revenues shown here for the period

this year.

may, however, reflect favorable timing and might not hold for
the whole year.

The last two items on this slide are expense
of course,

reimbursement activities and,

are pretty close to

budget.

(Plate No.

4.)

Next side summarizes a total

budgeted and actual expenses of the Institute for the seven
month period.

All costs and expenses shown here are summar

ized by their natural rather than functional category.

you can see,

As

all of the expense categories are under budget

with the exception of general expenses.

A favorable variance

in salaries and fees reflects our spartan operations with a
lean staff complement.

(Laughter)

carry through for the year.

Most of this saving will

With a decrease in salaries,

naturally personnel costs showed a corresponding decrease.
29

Occupancy costs reflect a credit received from our landlord

pertaining to rent escalation.

The savings shown under printing and paper for
exposure drafts was transitory and disappeared entirely in
March.

Similarly,

the favorable variance applicable to

publications may well disappear before the end of the fiscal
year.

Although our revenues from the CPE program increased,

expenditures for printing and paper were pretty close to

19

budget.
As you review the details of the financial state
ments,

you will find a number

of ups and downs and backwards

and forwards in the general expense category.
shown here,

The increase

as compared to budget, was primarily the result

of added postage,

commercial services for shipping CPE

materials and instructional costs for the CPE program.
mentioned earlier,

As I

the CPE program had revenues for this

period slightly in excess of budget.

Legal fees are also

included in this general expense caption and include approxi
mately $51,000 in excess of budget relating to

amicus briefs

filed on behalf of the profession as well as additional

requirements for legal advice for our Auditing Standards
These latter two types of budget overruns seem

Committee.

to be becoming norms of life rather than standards and per

haps reflect the times in which we live.
(Plate No.

5.)

The next plate summarizes the

foregoing total expenditures of the Institute as between

revenue-producing activities and all other activities.

you can see,

As

most of the deviation is accounted for by

decreases in expenditures for programs of the Institute not

involving revenue-producing activities.

Although the total

expenditures for revenue-producing activities were pretty
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close to budget,

the variances from budget for the various

areas of activity are disarming because,

in reality,

variances

in individual categories of expense were much more pronounced

than the deviation of 32,000 might indicate.
(Plate No.

6.)

Our next slide shows the net result

for certain revenue-producing activities.

Net income from

the CPA examination was fairly close to budget, net income

from both magazine publications and the CPE program were

quite satisfactory in relation to budget, while results from
miscellaneous publications were well short of budget expec

tations.

We hope that the miscellaneous publication acti

vities will improve during the remainder of the fiscal year.

(Plate No.
on this next slide,

7.)

As you look at the deviations shown

please bear in mind that many of the

budget variations reflect the fact that members of the staff

actually spent their time in areas other than those budgeted.
Naturally,

the sum of such variations is zero.

A sizable portion of the saving shown for public

cations free to members may evaporate during the remaining
months of the fiscal year as costs of printing and paper

catch up with us.
A number of firms supplied staff people without

charge to assist the Commission on Auditors’

Responsibilities.
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Accordingly,

the Institute budget for the year was adjusted

to reflect this reduction in anticipated Institute staff
member time.

However,

even with this adjustment,

expenditures

for the program were about $50,000 under expectations.

A

good portion of this favorable variance disappeared in March
upon distribution of the Commission’s Draft Report.
Added expenditures shown for accountants'

legal

liability represent legal fees for amicus briefs and assis
tance,

as I mentioned earlier.

Much of the decrease in expenditures for Ethics
and Trial Board activities,

public relations and relations

with the universities reflects unmanned staff positions at

various times during the period.

We are endeavoring to fill

these staff positions in order to be sure that the various
activities and Institute programs do not suffer.

The deviations shown for the last heading on this
slide reflect the increase in our Washington activities.
Approximately $45,000 of this variation was the cost of the

Presidential Campaign Advisory Program which,

included in the original budget estimates.

too, was not

The balance of

the increase shown resulted from implementation of the KeyMen Program, which,

budget estimates.

too, was not included in our original
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Our final slide summarizes,

again,

the total operations of the Institute for the seven-month
period.

While we expected a net income of $1,017,000,

actual net income for this period was $1,618,000,

the

thus

exceeding budget expectations by $601,000.
Added requirements during the rest of the year for

legal assistance in connection with our Washington activities
and for expenditures scheduled for the first half of the year

which had to be deferred, will undoubtedly use part of this
extra income.

To illustrate,

the month of March,

1977,

expenses exceeded revenues for

by approximately $132,000.

as I look at my crystal ball,

Thus,

I guesstimate that income for

the full year will exceed expense by about $1,200,000 rather

than the $803,000 we originally budgeted.

Dave,

if you can find the light switches, will you

turn the lights back on again?

While Dave is doing that,
or observations,

if you have any questions

George Taylor and I will do our very best to

field them for you.

(Applause)

...The Financial Statement and the Plates referred
to are attached hereto and made a part of the record...
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
STATEMENT OF REVENUES AND EXPENSES

1976-77
Budget
REVENUES
Membership dues
Examination fees
Subscriptions
Advertising
Miscellaneous publications
Continuing professional education
Investments and miscellaneous
Accounting aid program
Quality control review program
Information retrieval program
Technical pronouncements index program

EXPENSES
Salaries and fees
Personnel
Occupancy
Printing and paper
General
Income taxes and interest

Excess of Income (Expense)

Seven Months Ended
February 28, 1977
Budget
Actual

7 Mos.Ended
2/29/76
Actual

$ 8,400,000
2,600,000
1,380,000
684,000
3,500,000
4,690,000
300,000
109,000
265,000
-

$ 4,848,200
1,456,000
800,280
400,650
2,316,000
3,082,500
238,600
134,100
-

$ 4,953,248
1,470,505
804,950
528,231
2,154,590
3,325,536
260,671
15,043
140,462
12,652

$ 4,632,025
1,356,959
727,418
459,882
2,762,836
2,780,716
209,444
95,964
71,331
-

$21,928,000

$13,276,330

$13,665,888

$13,096,575

$ 8,176,100
1,334,960
2,572,380
4,523,000
4,494,550
24,000

$ 4,630,150
778,460
1,501,630
2,705,580
2,628,960
14,000

$ 4,532,105
744,589
1,458,435
2,594,066
2,712,171
7,000

$ 4,349,666
694,414
1,242,142
2,434,564
2,319,504
14,000

$21,124,990

$12,258,780

$12,048,366

$11,054,290

803,010

$ 1,017,550

$ 1,617,522

$ 2,042,285

SCHEDULE 1
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
STATEMENT OF TOTAL EXPENSES
Seven Months Ended
February 28, 1977
Actual
Budget

1976-77
Budget

Salaries

$ 6,810,910

$ 3,887,890

Fees

$ 1,365,190

$

$

45,000
419,600
567,340
293,960
9,060

Personnel
Recruiting
Social security taxes
Pensions
Employee insurance and other benefits
Tuition refunds

Occupancy
Depreciation and equipment rental
Maintenance
Rent and building supplies
Insurance

$ 3,735,271

$ 3,647,402

742,260

$

796,834

$

702,264

$

26,800
244,630
330,080
171,640
5,310

$

34,579
244,650
289,096
169,291
6,973

$

33,140
226,940
284,522
146,620
3,192

$ 1,334,960

$

778,460

$

744,589

$

694,414

430,980
32,200
2,061,000
48,200

$

251,650
18,960
1,202,670
28,350

$

247,118
15,575
1,182,752
12,990

$

219,686
17,723
977,463
27,270

$

$ 2,572,380

Printing and Paper
Exposure drafts
Publications
Continuing professional education

$

99,000
2,874,000
1,550,000

$ 4,523,000
General
Stationery, duplicating and
miscellaneous printing
Office supplies
Books and magazines
Postage
Telephone and telegraph
Staff travel
Meetings expense
Member travel
Professional services
Commercial services
Advertising
Awards
Contributions
Sundry

$

433,400
149,140
62,030
830,000
279,350
355,850
272,850
198,900
427,600
521,400
335,000
37,600
491,100
100,330

$ 4,494,550

Income Tax and Interest

Total Expenses

7 Mos.Ended
2/29/76
Actual

$

24,000

$21,124,990

$ 1,501,630

$ 1,458,435

$

$

57,770
1,785,640
862,170

$ 2,705,580

$

256,040
87,200
41,710
463,790
163,310
214,370
162,780
119,770
231,150
315,440
219,660
24,870
270,080
58,790

$ 2,628,960

$

14,000

$12,258,780

18,828
1,708,790
866,448

$ 1,242,142

$

1,750,836
683,728

$ 2,594,066

$ 2,434,564

$

$

202,967
80,571
39,171
490,155
177,848
218,697
185,969
122,928
282,163
439,660
149,418
6,784
260,271
55,569

$ 2,712,171

$

7,000

$12,048,366

255,937
89,138
40,322
404,546
158,466
199,049
145,376
111,879
215,760
353,862
133,125
4,348
158,751
48,945

$ 2,319,504
$

14,000

$11,054,290

SCHEDULE 2
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SUMMARY OF EXPENSES BY ACTIVITY

1976-77
Budget
CPA Examinations
$
Publications:
Cost of sales
Distributed to members and others
Continuing professional education
Technical:
Accounting standards
Auditing standards
Federal taxation
Management advisory services
Computer services
International practice
Research
Technical assistance to members
Library service
Information retrieval & index programs
Financial Accounting Foundation
Commission on auditors’ responsibilities
Accountants’ legal liability
Regulation:
Ethics and trial board
Practice and quality control review
State legislation
Organization and membership:
Board, council and annual meetings
Nominations and committee appointments
Communications with members
Membership admissions and records
Membership benefit plans
Special organizational studies
Relations with other groups:
Public relations
State societies
Universities
Federal government
Assistance programs for minority
students and businesses

NOTE:

Seven Months Ended
February 28, 1977
Budget
Actual

7 Mos.Ended
2/29/76
Actual

2,254,390

$ 1,227 ,770

$ 1,232,484

$ 1,085,969

5,384,490
1,523,600
4,689,795

3,278,650
876,980
2,683,100

3,171,099
688,114
2,794,669

3,149,612
696,229
2,418,158

303,580
499,970
264,080
181,630
231,630
208,220
141,720
133,570
312,500
303,200
244,000
508,700
126,370

176,350
291,910
151,430
107,560
128,290
120,480
79,030
77,250
186,930
146,800
142,330
294,510
73,480

164,546
309,240
154,709
110,039
155,523
121,605
71,526
99,108
177,910
170,035
142,330
245,327
109,185

152,779
313,253
167,561
131,882
129,486
115,624
32,764
82,312
145,789
91,223
128,340
162,156
25,032

486,610
287,260
164,940

284,620
158,180
89,670

244,837
147,903
97,198

269,694
98,382
73,244

289,260
82,450
70,770
369,570
67,080
9,060

182,530
47,110
40,100
222,800
38,320
5,070

172,054
39,810
41,049
213,716
20,290
29,308

191,810
44,692
22,808
207,848
23,043
19,717

337,260
194,620
272,520
760,950

197,200
127,010
151,590
443,220

136,213
128,180
110,448
520,719

213,440
189,111
143,056
342,412

421,195

228,510

229,192

186,864

$21,124,990

$12,258,780

$12,048,366

$11,054,290

With the exception of the Financial Accounting Foundation contribution and a
minority student contribution of $100,000 ($200,000 for fiscal 1977), each of
the above amounts includes a pro rata allocation of administrative expenses,
which aggregated:
7 Mos. Actual 1975/76 - $1,080,789; Budget 1976/66 - $1,995,410
7 Mos. Actual 1976/77 - $1,244,996; 7 Mos. Budget 1976/77 - $1,130,390.

SCHEDULE 3
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SUMMARY OF REVENUE PRODUCING ACTIVITIES
INCLUDING ALLOCATION OF MANAGEMENT AND SERVICE CHARGES

1976-77
Net Annual
Budget
$
Examinations
Magazine publications
Continuing professional education
Miscellaneous publications
Information retrieval program
Technical pronouncements index
program

$

Seven Months Ended February 28, 1977
Excess
Expenses
Budget
Actual
Revenues

355,030 $1,470,505
177,040
1,333,181
(2,070) 3,325,536
85,960
2,154,590
(28,140)
140,462

587,820

$1,232,484
1,014,420
2,794,669
2,156,679
157,500

$

238,021 $
318,761
530,867
(2,089)
(17,038)

228,230
70,290
399,400
167,990
(12,700)

-

12,652

12,535

117

$8,436,926

$7,368,287

$1,068,639

$

853,210

STATEMENT 2
Page 5
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCES
FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

GENERAL FUND

1976

1977

ASSETS:
Cash
Marketable securities at cost (quoted market:1977-$7,978,475;
1976-$5,045,204)
Dues receivable
Other receivables
Inventories
Prepaid expenses and deferred authorships
Furniture, equipment and leasehold improvements at cost
(less accumulated depreciation and amortization)
Elijah Watt Sells Scholarship Fund
TOTAL ASSETS
LIABILITIES:
Accounts payable
Accrued taxes
Advance CPE course registration
Dues unearned
Subscriptions and advertising unearned
TOTAL LIABILITIES
GENERAL FUND BALANCE:
Appropriated for contingencies
Income retained for working capital at beginning of year
Excess of income (expense) for year to date
FUND BALANCE
TOTAL LIABILITIES AND FUND BALANCE
ENDOWMENT FUND *
ASSETS:
Cash
Marketable securities at cost (quoted market:1977-$585,225;
1976-$608,091)
FUND BALANCE
ELIJAH WAIT SELLS SCHOLARSHIP FUND **
ASSETS:
Marketable securities at cost (quoted market:1977-$3,483;
1976-$4,583)
Due from (to) General Fund
FUND BALANCE

582,297

$ 1,050,499

7,984,560
17,709
2,044,106
1,560,968
882,985

4,995,329
29,611
1,679,207
1,691,406
525,506

1,762,497
693
$14,835,815

1,724,322
745
$11,696,625

$ 2,501,219
479,667
240
3,594,383
2,175,073
$ 8,750,582

$ 1,697,950
468,761
2,835
3,331,041
1,307,373
$ 6,807,960

$

4,467,711
1,617,522
$ 6,085,233

$ 1,000,000
1,846,380
2,042,285
$ 4,888,665

$14,835,815

$11,696,625

$

116

$

944

$

576,465
576,581

$

569,952
570,896

$

$

$

3,399
(693)
2,706

$

3,399
(745)

$

27,654

NOTES:
* The purposes of the Endowment Fund generally are to maintain a reference library
and suitable reading rooms for the members.

** Elijah Watt Sells Scholarship Fund is a memorial fund, the income of which is
used to purchase medals for those receiving the highest grades in the CPA
examinations throughout the United States.

STATEMENT 3
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AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS FOUNDATION
STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE
FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

ASSETS:
Cash
Marketable securities at cost (quoted market:
1977-$486,202; 1976-$614,987
Pledges receivable (less allowance for uncollectible pledges:
1977-$510; 1976-$11,615)
Other receivables

LIABILITIES AND FUND BALANCE:
Liabilities and deferred credits:
Accounts payable
Contributions designated for future years

1977

1976

$ 12,830

$ 38,350

481,180

624,120

107,190
*
1,846
$603,046

33,750
1,686
$697,906

$

628
7,190
7,818

2,880
33,750
$ 36,630

$ 13,154
107,202
93,610
381,262
$595,225

$ 10,430
108,984
94,454
447,408
$661,276

$603,046

$697,906

$
Fund balance:
General
Library
John L. Carey Scholarship Fund
Accounting Education Fund for Disadvantaged Students

$

STATEMENT OF CHANGES IN FUND BALANCES
SEVEN MONTHS ENDED FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

Additions:
$ 12,110
Investment income
Contributions:
Accounting Education Fund for Disadvantaged Students
269,210
*
2,531
General
Misc. income for Accounting Education Fund for Disadvantaged Students (14,319)
$269,532
Deductions:
$
306
Contributions to AICPA for library expenses
Expenditures:
2,070
John L. Carey Scholarship Fund (scholarships)
41
General
Accounting Education Fund for Disadvantaged Students
211,243
(grants and scholarships)
$213,660
Increase(decrease)in funds before loss on sales of securities
(6,999)
Loss on sale of securities
$ 48,873
Net increase (decrease) in funds
546,355
Fund balances, beginning of period
$595,228
Fund balances, end of period

NOTE:

$ 13,740

303,986

$317,726
$

400

3,354
39
152,062
$155,855
$161,871
(2,049)
$159,822
501,454
$661,276

The purposes, as stated in its constitution and by-laws,
are to advance the science of accountancy and to develop
and improve accountancy education.
* Includes an accrual of $100,000 for a contribution from the AICPA. A total
contribution of $200,000 for the full fiscal year was approved by the
Board of Directors of the Institute.

STATEMENT 4
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AMERICAN INSTITUTE BENEVOLENT FUND, INC.
STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE
FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

ASSETS:
Cash
Marketable securities at cost (quoted market:
(1977-$501,328; 1976-$489,038)
Notes and mortgages receivable (less allowance for
doubtful amounts: 1977-$21,750; 1976-$24,000)
Receivables

LIABILITIES AND FUND BALANCE:
Accounts payable

Fund balance

1977

1976

$ 17,129

$ 11,990

506,373

473,679

69,795
2,922
$596,219

89,010
2,734
$577,413

$

804

595,415
$596,219

$

1,376

576,037
$577,413

STATEMENT OF CHANGES IN FUND BALANCE
SEVEN MONTHS ENDED FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

Additions:
Contributions
Investment income
Notes and mortgages received in consideration of
member benefits paid
Other

Deductions:
Assistance to members and families
Stationery, printing and other expenses

Increase (decrease) in fund before loss on sales of securities

Gain (loss) on sale of securities

Net increase (decrease) in fund

Fund balance, beginning of period
Fund balance, end of period

NOTE:

9,112
14,174

$ 22,626
13,483

3,760
3,600
$ 30,646

6,000
$ 42,109

$ 40,774
3,576
$ 44,350

$ 42,955
5,810
$ 48,765

$(13,704)

$ (6,656)

(1,114)

(1,853)

$(14,818)

$ (8,509)

610,233

584,546

$595,415

$576,037

$

The purpose of the fund is to solicit, collect and otherwise raise money for
charitable, philanthropic and benevolent purposes in connection with the
relief of needy members of the American Institute of Certified Public Accountants
and their families.

STATEMENT 5
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ACCOUNTING RESEARCH ASSOCIATION, INC.
STATEMENT OF ASSETS, LIABILITIES AND FUND BALANCE
FEBRUARY 28, 1977 AND FEBRUARY 29, 1976
1976

1977

ASSETS:
Cash
Marketable securities at cost (quoted market:
1977-$1,947,000; 1976-$1,180,000)
Dues receivable
Other receivables

LIABILITIES AND FUND BALANCE:
Due to American Institute of Certified Public Accountants
Accounts payable
Unearned advance dues

Fund balance

$

39,934

$

54,188

1,947,000
1,171,983
9,004
$3,167,921

1,180,000
1,492,375
24,859
$2,751,422

$

$

42,860
844,030
$ 886,890
2,281,031
$3,167,921

579
810
845,610
$ 846,999
1,904,423
$2,751,422

STATEMENT OF CHANGES IN FUND BALANCE
SEVEN MONTHS ENDED FEBRUARY 28, 1977 AND FEBRUARY 29, 1976

Additions:
Dues
Investment income

Deductions:
Payment to Financial Accounting Foundation
Membership promotion
Stationery, supplies and other expenses

$2,081,068
54,092
$2,135,160

$2,107,837
38,992
$2,146,829

$

$

$
Net increase in fund
Fund balance, beginning of period

Fund balance, end of period

734,852
1,373
3,065
739,290

$

510,850
5,013
1,089
516,952

$1,395,870

$1,629,877

885,161

274,546

$2,281,031

$1,904,423

The purpose of the ARA is to encourage research in accounting, auditing and related areas
of CPA practice through a best efforts commitment to provide financing for the Financial
Accounting Foundation.

PLATE #1

SUMMARY OF OPERATIONS
MAJOR DEVIATIONS FROM BUDGET
THOUSANDS________
Seven Mos. Ended Deviation
2/28/77
Increase
Budget
Actual (Decrease)

276

$ 105
248
37
$ 390

INCOME

Membership Dues
$ 4,848
Revenue Producing Activities 8,189
Investments and Other
239

$13,666

(211)

$ 4,953
8,437

$13,276

12,048

Total Costs and Expenses

EXPENSES

12,259

$ 1,618

$601
$ 1,017
NET INCOME

PLATE #2

INCOME

DEVIATIONS FROM BUDGET
BY TYPE OF ACTIVITY

$

THOUSANDS_

37

105

37

105

$248

Seven Months Ended 2/28/77
Rev. Prod. A ll Other
Activities Activities
Total

Revenue Producing Activities $ 248
Membership Dues
Investments and Other

(211)

$ 390

(243)

$ 601

$ 142

___ 32

$ 385

$ 248

Total Costs and Expenses

$ 216

EXPENSES

Net Income Deviation

PLATE #3

REVENUE PRODUCING ACTIVITIES
GROSS REVENUES

THOUSANDS

Deviation
Increase
$ 1,456 $ 1,471
1,201
1,333
2,316
2,155

243

(161)

( Decrease)

3,325

6

Seven Mos. Ended
2/28/77
Budget
Actual

3,082

140

___ 13

132

15

134

_____13

$ 248

$

Continuing Professional
Education Program

-

$ 8,437

CPA Examinations
Magazine Publications
Miscellaneous Publications

Inform ation Retrieval
Program
Technical Pronouncements
Index Program

$ 8,189

PLATE #4

14

2,629

862

1,786

58

1,502

778

$ 4,630

$12,048

7

2,712

866

1,709

19

1,458

745

$ 4,532

$(211)

(7)

83

4

(77)

(39)

(44)

(33)

$ (98)

THOUSANDS
Seven Mos. Ended Deviation
2/28/77
Increase
Budget
Actual (Decrease)

TOTAL COSTS AND EXPENSES
MAJOR DEVIATIONS FROM BUDGET

Salaries and Fees
Personnel Costs
Occupancy (Rent,
Depreciation, etc.)

P rinting and Paper:
Exposure Drafts
Publications
C.P.E. Program
General
Income Taxes

$12,259

PLATE #5

4,923

$ 7,336

$12,048

4,680

$ 7,368

$(211)

(243)

$ 32

THOUSANDS
Seven Mos. Ended Deviation
2/28/77
Increase
Budget
Actual ( Decrease)

EXPENSES BY ACTIVITY
MAJOR DEVIATIONS FROM BUDGET

Costs of Revenue Producing

Activities
Costs of A ll Other
Activities

$12,259

PLATE #7

$

245

688

(50)

$(189)
$

295

109

877

73

36
(39)

(61)

245

78

(42)

284

521

110

136

443

152

197

THOUSANDS
Seven Mos. Ended Deviation
2/28/77
Increase
Budget
Actual (Decrease)

EXPENSES BY ACTIVITY
MAJOR DEVIATIONS FROM BUDGET

Publications Free to
Members

Commission on Auditors'
Responsibilities
Accountants' LegalLiability

Ethics and Trial Board
Public Relations
Relations With Universities
Relations With Federal
Government
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CHAIRMAN CHETKOVICH:

Thank you very much,

John,

for that concise and yet apparently fully informative report.

Next on the program this morning is Hal Robinson,

Chairman of the Quality Control Review Committee.
At our October Meeting,

the Council approved the

plan of the Voluntary Quality Control Review Program for all

CPA Firms.

Since that time,

two committees have been actively

working to develop a framework for implementation of the

program.

One is the Quality Control Review Committee which

has overall responsibility for administering the program.

The other is the Special Committee on Proposed Standards for
Quality Control Policies and Procedures.

mittees are separate one from the other,

While these com

they have been

working in close coordination in discharging their responsi
is of very keen interest to

bilities.

Their work,

all of us,

and it is my pleasure now to introduce the

of course,

Chairman of the Quality Control Review Committee, Hal
Robinson.

Following Hal’s presentation, we will have time

for questions and discussion.
MR. HALDON ROBINSON,
Review Committee:

Hal --

Chairman,

Thank you, Mike.

Quality Control

Good morning.

It is

certainly a pleasure to report on the activities of the

Quality Control Review Committee, particularly when you can

24
couple that with the opportunity to spend a weekend in sunny

Phoenix.

I understand that Council members would rather

speak than be spoken to,

so I will make my remarks as brief

as possible consistent with getting into what I consider to
And to see that Council members

be a rather thorough report.

go to various means to accomplish it, when I sat down this

morning,

for example,

on my notes.
remarks.

one member turned a glass of water over

(Laughter)

That,

After my remarks,

shortened my

some of you may feel inclined to

ride me out of town on a rail.
that won’t be necessary,

by necessity,

I want to assure you that

because I intend to take the first

available plane out.

Our committee was formed, as Mike alluded to,

last

year by Ivan Bull in anticipation of adoption by this body of
the Voluntary Quality Control Review Program for all CPA
Firms.

The program,

itself, was distributed last December,

and it has been published in the AICPA Professional Standards
Looseleaf Service.

So I assume that all of you are fairly

familiar with the program and its principal objectives and

provisions.

Our committee’s responsibilities under the program
are two-fold.

First, we are charged with setting up the

administrative procedures to administer the program and
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supervise its operation.

relations.

Our second responsibility is public

To a large extent, we thought at the outset that

the success of the program will be dependent on how it is

viewed by those outside of the profession.

So the committee

is responsible for acquainting the business community and the

general public with the program and the significance of a
firm’s participation in the program. But if Senator Metcalf's

views are indicative,

our public relations may fall on deaf

ears.
The committee is working diligently to meet its
objectives and responsibilities.

A subcommittee and several

task forces have been appointed and their members also are
hard at work.

Our work and our ability to implement the

program, however,

are dependent,

in large part,

I would say,

on the work of the Special Committee that Mike alluded to,
that being the Proposed Standards for Quality Control Poli

cies and Procedures.

Burmester.

first,

That committee is chaired by Bob

The Burmester Committee has two main objectives:

to develop guidelines for quality control policies and

procedures that would be appropriate for firms participating

in the program;

second,

to develop guidelines for conducting

compliance reviews of participating firms and standards for

reporting on those reviews.
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In an effort to satisfy the first objective,

Burmester Committee exposed for comment last month,
indicated,

the

as Mike

a discussion draft containing guidance on quality

control policies and procedures that participating firms

should consider implementing.

When that draft becomes final,

we will be in the position to offer one of the types of con

sulting reviews provided for in the program:
Quality Control Document Review.

Norman Racklin,

that is,

the

A task force headed by

is developing examples of quality control

documents that should be helpful to firms in implementing
their individual quality control documents.

Work on the second objective of the Burmester
Committee of establishing guidelines for conducting compliance
reviews and reporting on them is also proceeding at a rapid

pace.

Bob asked me to tell you that his committee expects to

have to the Auditing Standards Executive Committee,
approval in July,

it goes to AUDSEC,

a draft of the proposal.

for

Of course,

after

they will deliberate on the matter.

Following their deliberations,

the draft will be exposed for

comment for a period of perhaps sixty days.
So,

anism,

in view of the length of the due process mech

I think it is fair to say that the Burmester Committee’s

work won't be completed in time to meet the conduct of compliance
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reviews by Institute-appointed teams before the commencement
of our next busy season,

and that is assuming we can still

define what we mean by "busy season.”

mester Committee completes its work,

But until the Bur
the compliance review

feature of the program cannot officially get under way.

Although several firms have filed with the Institute letters
of intent indicating a desire to participate in the program,
we have decided that letters of intent should not be accepted

until the standards for conducting and reporting of compliance
reviews are in place.
We don’t believe a firm should commit itself to a

matter about which it does not know all the ramifications.

Our committee’s goal is to be ready with all of the admini

strative machinery necessary to implement the program as soon

as the Burmester Committee’s work is finished.

It sounds

like I am putting the bee on the Burmester Committee.

don’t intend to do that at all,

I

except that his work necessar

ily must be finished before ours can get fully under way.

With that introduction,

I would like to turn now to

a summary of the activities of our committee during its

brief nine-month existence.
At the outset,

the committee was faced immediately

with what we thought was virtually an unanswerable question,
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but many of our committee's actions depended on an answer to
that question,

and that was:

How much effort and money will

be required to implement the program?

Therefore, we needed

an indication of interest in the program for several reasons:
(1)

for budgeting and fee-setting purposes;

(2)

for deter

mining in the Institute the administrative staffing require
ments;

and (3) most importantly,

for estimating the manpower

requirements for reviews to be conducted by committee-appoint
review teams.
We decided that the most effective and efficient

way to estimate the parameters of the program would be through

a statistical sample of CPA firms.

So we developed a

questionnaire and a statistical sample was made of firms

represented on the Institute’s membership roll.
Response to the questionnaire from the selected

firms was excellent,

and our statistical evaluation of the

responses indicates that there is a very significant interest

in the program.
Based on the survey results, we are estimating
that approximately 3,100 firms intend to undergo compliance

reviews.

Of this total, we expect that approximately 1,500

firms will request that their reviews be conducted by

Institute-appointed review teams.

And I think you can tell
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that that is going to take a significant amount of manpower.

We estimate that another 1,200 firms will seek to be reviewed
under programs administered by state societies, and that the

remaining 400 firms will engage other firms to perform their
reviews.
An important factor in estimating the number of

committee reviews will be the extent to which state societies

It seems unlikely that all states will

establish programs.

be in a position to set up the administrative machinery

necessary to conduct reviews.

So the number of committee-

appointed review teams may increase very significantly.

I

will have more to say about state society programs a little
later.

The percentage of responses from the larger firms
(Group B and C Firms)

it would be.

to the survey was high,

as we expected

Ninety-five percent of the firms responded and

substantially all of the respondents indicated that they

intended to participate in the program.

any surprise either.

That didn’t come as

Interestingly enough,

seven of the

larger firms indicated an intention to have their reviews
conducted by Institute-appointed review teams.
surprising to us.

on firm.

That was

We expected all of those firms to go firm
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The program also provides for consulting or
educational reviews.

These reviews include:

control document review;

procedures review;

(2)

and (3)

(1) A quality

a preliminary quality control

a technical standards review

which is really a continuation of the local firm quality
review program.

these reviews.

Significant interest was also expressed in
We estimate,

based on the survey,

1,800 of each type of review will be requested.
however,

that about
We expect,

that interest in the quality control document review

and the preliminary quality control procedures review will

diminish substantially after the initial phase-in of the
program,

but certainly they will serve a useful purpose at

the outset in helping firms to prepare for compliance

reviews.

The survey results that I have given you represent

a conservative statistical evaluation of interest in the
program.

manner,

If the results were evaluated in the most liberal
the number of firms interested in the program could

exceed 5,000.

Although we were impressed with the results

of the survey,

we view them cautiously as I think typical

auditors would.

Because when we sent out the survey ques

tionnaire, we weren’t able to provide any information to the
selected firms about the costs of participating in the
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program, we don’t know what impact costs will have on our

estimates.

In any event, we have what we needed, and that is

a starting point for setting up the administrative machinery

to operate the program.
Early in the game,
and Finance Task Force,

the committee formed a Budget

chaired by Dave Culp,

one of your

Council members and who is in the audience today.

The

results of our survey that I alluded to earlier were used by

Dave’s Task Force to develop recommendations for (1)
operating budget for the program,

tion fees,

and (3)

(2)

the

the annual participa

the rate structure for compliance and

consulting reviews to be conducted by the Institute.

The program provides that it be self-supporting.
With this in mind and also having in mind other cost con

siderations referred to in the program,

Dave’s Task Force

has recommended a budget of approximately $600,000 for the
first year of operation of the program.

Of this amount,

the

Task Force estimates that about $215,000 represents the
administrative costs required to be covered by the annual

participation fees.

The program provides that participation

fees be based on the number of a firm’s professional

personnel.

But to facilitate administration,

grouped firms according to size.

the Task Force

The Task Force has recommended
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(1)

that Group A firms pay an annual participation fee of

$45 per firm,

(3)

(2)

that Group B firms pay $375 per firm,

that the Big Eight firms pay $7,000 per firm,

and (4)

that the other Group C firms pay $1,700 per firm.

remainder of the budget,

The

$385,000, will come from the quality

control document reviews and a 10% surcharge that will be

added to the per diem charges by committee-appointed review
teams for compliance and consulting reviews.
Let's turn now to the per diem rates for committeeappointed review teams.
committee time so far.

That has occupied a lot of our

Our survey questionnaire requested

that firms indicating that they would request a review by a
committee-appointed team provide the committee with the

billing rates of partners that they would nominate to serve

on review teams .

The Task Force used these rates in making

their recommendations.

it by 15%,

They took the median rate,

discounted

and then made additional adjustments to arrive at

a differential for the in-charge reviewer or team captain.

As a result,

the Task Force recommended that for compliance

reviews conducted by a committee-appointed team,

a Group A

firm be charged $300 per day for the in-charge reviewer,

$260 per day for other team members.
additional.

and

The expenses would be

We believe that these rates are reasonable.
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They are based on the billing rates of prospective reviewers.
Also, we must bear in mind that participating firms are

required to nominate reviewers for committee-appointed teams.
So these reviewers will be compensated on the same basis as
their firms are charged for reviews.

For Group B and C firms,

the Task Force has

recommended that the per diem rates be set separately for
each review at 85% of the reviewed firm’s customary billing
rates for equivalent personnel.

Team captains would receive

a slightly higher fee in view of their greater responsibility.
Now,

that’s for compliance reviews.

reviews conducted by committee-appointed teams,

For consulting

(the pre

liminary quality control procedures review and the technical

standards review),the Task Force has recommended that the
per diem rates be the same as I have

just described for

compliance reviews.

Finally,

for the quality control document review

by the Institute staff,

if more than a nominal amount of time

is required to complete the review,

will be made.

a flat charge of $150

If the document has to be re-reviewed,

a

charge of $35 an hour will be made.
Dave’s Task Force recommendations have been
unanimously approved by the committee.

We believe that the
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fees and the rates are fair,

intent of the program.

equitable and conform with the

Even with the survey as the starting

point, however, much estimating has been necessary in

arriving at our conclusions.

We will,

the financial aspects of the program.

of course, monitor

The fees,

rates and

surcharge will be reviewed annually and revised as necessary.

Moving to another area of the committee's activities,
several questions have arisen during the course of our

deliberations concerning interpretations of the program.
These questions have some rather broad implications for the

program,

and so I will tell you about them and tell you how

the committee has answered the questions.

The questions and

the answers will be published in the Institute's Professional
Standards looseleaf service as interpretations of the program.
The answers have been approved by the Board of Directors.

The first question relates to when a firm can
identify itself as a participant.

At the outset,

there will

be a moratorium period during which a firm will only be able

to indicate that it has filed a letter of intent to parti
cipate.

After the moratorium period,

ongoing basis,

however,

and on an

the committee's interpretation is that a firm

cannot identify itself as a participant in the program until
it has undergone its compliance review and filed an acceptable
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report with the Institute.

Simply filing a letter of intent

to

enable a firm to identify itself

will not be sufficient

as a participant.
A second related question concerns whether or not

a firm that receives an ’’unacceptable” report on its com
pliance review may continue to identify itself as a parti
cipant in the program.

happen,

report.

I think this is very unlikely to

because I can’t imagine a firm filing an unacceptable
In any event,

the committee’s view is that a firm

that does file an unacceptable report with the Institute on

its compliance review will be disqualified and cannot identify

itself as a participant in the program until an acceptable
report is filed.

Incidentally, what constitutes an acceptable report
will be determined by the Burmester Committee or, at least,
after the Burmester Committee’s work is finished.

The third question concerns the addendum to the
program approved by Council at its meeting in October.
Before approval of the addendum,

the plan provided that the

program is open to CPA firms with SEC practices,
have a desire to prepare for such a practice,
firms with general audit practices.

or which

and to CPA

At the October Meeting,

the Council adopted the following addendum to that program:
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"CPA firms that provide accounting service such
as preparation of unaudited financial statements
but do not conduct audits also participate in the

program."

The question has been raised as to whether or not
all CPA firms that provide accounting services,

processing and write-up work,

such as data

tax and consulting services,

but whose names are not associated with financial statements,
may participate in the program.

The committee has decided

that there is no basis for participation by a firm whose name
because there

is not associated with financial statements,

are no standards against which to measure the quality of
their services.
So the committee has interpreted the addendum of

Council to mean that the program is open to all CPA firms
whose names are associated with financial statements.
Now,

our answers to these three questions that I

have described to you appear to be obvious,
at least,

but our committee

thought the program language was a little bit

ambiguous and we thought that clarification was in order.

Another matter to which we have devoted substantial
attention concerns associations of CPA firms.

As you know,

the program provides that compliance reviews may be conducted
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by one of three means:
the committee;

(1)

the review team appointed by

(2) a firm-on-firm review;

or

(3)

some other

form of independent review satisfactory to the committee,

such as an acceptable plan administered by a state society.

Early on,

the committee was approached by several

associations of CPA firms as to whether or not compliance

reviews conducted within the ranks of an association--that

is,

by a panel made up of representatives from association

member firms-- would qualify under the third alternative as
"some other form of independent reviews satisfactory to the

committee,"

the central issue,

We were aware,

of course, being independence.

of course,

that the question of

the acceptability of association-sponsored reviews had been
raised at council meetings when the adoption of the plan was

under consideration.

The committee has considered the independence issue
thoroughly.

Initially,

we requested that the five largest

associations send us information describing their organiza

tion and operations.

Then a meeting was held with the

representatives of these associations and,

at that time,

committee discussed with the association representatives
their organization,

their operations and concerns.

The

committee then requested guidance from the Independence

the
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Subcommittee of the Institute’s Professional Ethics Executive

In considering the committee's request,

Committee.

the

Independence Subcommittee also met with representatives of

the associations.

At our last meeting,
mously,

the committee decided unani

on the basis of its own work and the guidance receive

from the Independence Subcommittee,

that compliance reviews

conducted within the ranks of an association would not con

stitute an independence review.
The committee recognizes that the associations are,
or appear to be at least,

in fact,

loosely-knit organizations

However, we believe that because of their restricted member

ship,

and their brochures,

common interests,

newsletters,

letterheads,

and

that a relationship is created which might

cause a third party to believe that a threat to objectivity
exists.

It is for this reason that our committee reached its

conclusions.

I presented the committee’s conclusions to the
Board of Directors last Friday.

Although the Board seemed

to recognize that the organization and operations of asso
ciations could,

in the eyes of those outside of the profession,

raise a question about objectivity,

the Board expressed the

view that some procedures or criteria could be developed that

39
would enable association-sponsored reviews to qualify as
being acceptable for purposes of the program.

therefore,

The Board,

instructed the committee to develop these pro

cedures on criteria.

We intend,

of course,

to comply with

the Board's directive.
As to other activities of the committee,

committee has been set up,

a sub

in accordance with the program,

to administer all the consulting reviews and to resolve any
disagreements that may arise between a firm and its reviewers

during a compliance review of a firm with a general audit
practice or a firm that performs accounting services,

such

as the preparation of unaudited financial statements.

The

subcommittee is chaired by Leonard Brantley who was quite

active in the local firm quality review program.

The initial emphasis of this committee has been on
the technical standards review which is a continuation of
the local firm quality review program.

This type of review

can be conducted prior to finalization of the Burmester

Committee’s work.

The subcommittee has updated the local

firm check lists and other materials,
begin conducting these reviews.

and they are ready to

An announcement to that

effect will be forthcoming shortly.

The committee has formed

a Compliance Review Procedures Task Force,

chaired by Bob
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Ellyson,
reviews.

to develop procedures for conducting compliance
This Task Force will use the standards for con

ducting reviews developed by the Burmester Committee as a
basis for recommending operating procedures to be used in
conducting compliance reviews.

This is an important part of

our assignment--the most important part,

probably,

and we will

be devoting a major part of our effort to this portion of
our assignment in the next few months.

As I indicated earlier,

the results of our survey

indicate a significant interest in compliance reviews con
ducted through plans administered by the state societies.

Task Force,

chaired by Bob Campbell,

A

has been appointed and

is working now to develop guidelines under which a state
society administered program would be acceptable.

There are many questions to answer in this area,
and perhaps the most difficult for the state societies is

whether or not it is feasible financially to set up and
maintain the machinery necessary to administer such a program.

In responding to this question,

state societies may wish to

obtain a preliminary indication of interest in a society-

administered programs,

and I understand that some societies

have taken that step or propose to take such a step.

There are some fundamental questions that the Task
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Force is considering,

for example:

What are the professional liability implications
for the societies?
that question,

Our committee does not intend to answer

but we pose it for the societies to consider.

How should disagreements between a state society

review team and a reviewed firm be handled?
Would a regional approach to administering the plan

be appropriate:

that is,

should several societies within a

geographic region join forces to reduce administrative costs?
Should state societies perform consulting reviews?

Should the Quality Control Review Committee set the
rate structures for the state societies?
How will state society programs be monitored by
the Institute?

Those are just some of the questions illustrative
of the thousands of questions that we have been discussing.

As you can see,

this is a matter that is going to take some

time for the development of guidelines.
rather than for the committee,

Speaking personally,

I would suggest that state

societies not expend too much effort in developing quality

control review programs to satisfy the Institute’s require
ments before we are further along.

Otherwise, we may be

inventing the wheel over and over again.

42
On public relations,

the committee’s posture has

been maintained at a low profile during the early stages.
progress has been made,

As

our public relations effort has

increased through some news items in the Journal of

Accountancy and releases through the CPA Newsletter.

Members

of the committee are speaking to various groups around the
country and are making themselves available through the

Institute’s speakers bureau.
headed by Don Niedless,

A Task Force on Public Relation

has been established and is preparing

feature articles for publication in various magazines.
It is still very early in the program and we don’t

want to start selling a product until we have a product to

sell.

When that time comes,

I am sure the Task Force will

be able to implement a plan for acquainting the business

community and the general public with the program.
In summary,

I think it is fair to say we recognized

at the outset that our task would not be easy.

We have faced

some difficult questions already and there are many more to

be faced.

We recognize the need to implement the program as

quickly as possible and we are giving it our best efforts.
I think we are moving ahead, but the program is a bold,

new

step for the profession, and we on the committee are as
anxious as you are to have the program succeed.

So we don’t
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want our zeal for accomplishment to overcome the need for a
solid foundation on which the program can be built.
Thank you, Mike.

(Applause)

CHAIRMAN CHETKOVICH:

Don’t go away, Hal.

to thank you very much for that presentation.

I want

Your committee

has a rather unique and certainly a very difficult charge,
and it would seem from your report to us this morning that
you are addressing yourselves to it vigorously.

Whether you

are doing it right will be determined from the response of
the audience.

(Laughter)

We are now open for questions on this subject.

MR.

CHARLES E.

JOHNSON,

Utah:

You made an

interesting comment about the associations of all CPA firms,

and your committee's unanimous direction that those asso

ciations should not be allowed to review the member firms.
You also indicated that the Board of Directors then,

effect,

overruled that decision.

in

I would like to hear a

response from a member of the Board as to why that decision

was overruled.

CHAIRMAN CHETKOVICH:
Charlie.

Perhaps I will take that on,

The Board’s concern was that the committee be

responsive to the program as approved by Council,
program,

as adopted by Council,

and that

did not explicitly rule out
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the possibility that intra-association review might be
acceptable.

So we asked the committee to go back and review

the subject from the standpoint of looking for criteria and/or

circumstances under which such reviews might be acceptable.

Now, we are not trying to foretell the results and
we are not trying to tell the committee what these criteria
or these circumstances might be.

Our charge to them was

solely as I have indicated and for the purpose indicated.

MR.

ROBINSON:

I might supplement that, Mike,

by

saying that I am optimistic that we can develop such criteria
or procedures that would enable these types of reviews to
You may find them to be onerous, but I think

be acceptable.
it can be done.

CHAIRMAN CHETKOVICH:
in this connection,

I would make one other comment

and that is that both the committee and

the Board focused solely on the problem of appearance.

It

was not a question of the relative quality of such reviews
as. we know them.
MR.

CHARLES I.

CORP,

California:

It’s such a hot

subject in the profession and your report was so interesting

that I would like to request that it be published in some
sort of a newsletter or a report in The Journal quickly so

that others who were not present at this meeting could have
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the benefit of reading it.

I have a partner,

for instance,

who is active in the California society committee,

and I know

that they would be interested in reading it.

MR.

ROBINSON:

We will see what can be done through

the Institute’s staff about that.
MR.

SAMUEL J.

LONDON,

Delaware:

There is certainly

a great deal of interest in what you are saying on both the

national and the local level.

I am wondering,

time, whether or not in the future
forums at the local level.

at the same

you intend to resort to

In addition, although I can

appreciate the time and effort that goes into what you are
I am wondering what kind of time frame you

attempting to do,

are looking at for implementation.
MR.
But,

ROBINSON:

as I said,

I think my personal view is that is virtually

I think,

out of the picture.

drastic happens,

of 1978.

though,

unless something

that we will be ready to go in the spring

At least,
MR.

Well, we have been looking at 1977.

that is my fond ambition.

LONDON:

What kind of input do you expect to

get from the local level as to your recommendations?
MR.

ROBINSON:

MR.

LONDON:

the normal course,

Do you mean in the way of exposure?
Other than to approach the draft in

do you expect that--
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MR.

ROBINSON:

Well, we would expect to use this

body as a sounding board.

In fact,

I would like to use it

today as a sounding board on several matters that we have
concluded on.
MR.

LONDON:

When this topic was first broached,

it was a recommendation of the Institute that we have these

member forums at the local level in order to get the feel of
the membership.

Now, with a membership of something over 250,

it almost entirely forces us, not that we wouldn’t otherwise,
to get the member firms involved directly and give us their

opinion.

CHAIRMAN CHETKOVICH:

We will certainly take your

suggestion into consideration.
MR.

ROBINSON:

I think that some of this will be

accomplished through the state society meetings.

For example,

many of our committee members are appearing at state society
meetings and we are hoping to use that as a feedback.
MR.

REINHARDT H.

BECKMEYER, Missouri:

I would like

to address a question as to the role that the state societies
are going to have to play in this.

I am wondering if you

have considered setting up some sort of a clearing house

committee for the state societies so that they don’t reinvent:
the wheel.

Do I understand the concept of regionalization,
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that if you were to consider that,

I think that there would

have to be direction, hopefully from your committee, but,

more importantly,

a clearinghouse so that,

for instance,

if

Missouri was going to tackle it, we would like to know if the

surrounding states or other states have something in the mill
MR.

that.

ROBINSON:

Well, we actually do intend to do

That is one of the functions of this Task Force that

Bob Campbell is heading up.

He has a fine group.

societies are well represented on the Task Force,

The state
and he is

addressing that very question.
MR.

PHILIP DEFLIESE,

New York:

to the question of association review.

I want to go back

I was somewhat dis

appointed with the Board giving the committee new marching

orders on the question of independence.

It seems to me that

at a time like this, when the question of quality control and
independence is uppermost in everyone’s mind, we ought to

bend over backwards in order to prevent this sort of thing.
Most of the major firms,

have similar programs.

as you are well aware,

They are probably tougher on each

other than in most instances described.

Yet they would not

think of proposing that this be accepted as an alternative

to an independent review.

As you know,

our firm doesn’t

even believe that a firm-on-firm review is sufficiently
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independent .

Therefore,

I would hope that the committee would

give rather capital consideration to the question of the

image of independence.

I would certainly hope that the

associations would not want to subject themselves to criti

cism on the question of an image of independence,

they,

and that

too, would not resort to this matter of independent

review,

because I don’t believe it is independent.
MR.

ROBINSON:

Phil, we will do everything we can

in developing these criteria for oversight to mitigate what

ever appearance of lack of independence some people may
perceive.

CHAIRMAN CHETKOVICH:

On behalf of the Board,

Phil,

I would say that we share your concern about independence.
The Board certainly does not look at this from the standpoint
that any conclusions that we come up with will,

in any sig

nificant way, weaken the program in terms of facts or

appearance.

Any other questions?
MR.

HOWARD M.

associated firms,

KAHN, New York:

As a member of

I am appalled with this conversation,

and

especially with our worthy Ex-Chairman, with the image of

independence.

We,

as Group A associates, have had quality
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review as a requirement for admission,

and as a member for

thirteen years of the Group A Associates, we feel that we are

independent.

The image of independence is in somebody’s eyes,

and we feel that we are as independent as we do a good job of
preserving the independence of the firm.
I would like to comment that over the last thirteen

years that we have been members of Associates,
the Associates have, joined national firms,

about 50% of

and I am quite sure

that it would not be acceptable unless they had a high degree
of independence.

MR.

ROBINSON:

We,

in no way,

the integrity at all of the Associates.

discussions with them,

intend to question
In fact,

from our

they have done an outstanding job--

Some of them have--of controlling the quality of their practice.
So let the committee tackle this problem again and see where
we come out before we prolong the debate on this subject.

That would be my suggestion.

CHAIRMAN CHETKOVICH:

Well,

it is obvious that we

have some differences of opinion on this subject.

(Laughter)

That is the very reason that the Board has asked the committee
to go back and restudy it.

MR.

STANLEY H.

BECKERMAN,

New York:

I would like

to add my voice to compliment Hal and the committee for an
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excellent report.
Mike,

as I understand it,

the sole basis for sending

it back was that the Council did not specifically exclude the

associations from independent review.

And my question is:

Would it be appropriate now to discuss whether Council really
believes that inter-association review is proper or whether
it should give a directive at this time?

CHAIRMAN CHETKOVICH:

Well, we can,

of course,

discuss that to the extent that we have time.

the discussion.

I encourage

Whether we should get an expression of

feeling at this time or not,

I don’t know.

I would be

inclined to think that you would concur that we permit the

committee to take another look at it to see what the criteria
might be.

Maybe they will come back to us with the same kind

of report that we received today,

although I would doubt it.

But let’s take a look at the further study of this by the

committee before we come to a conclusion.
MR.

BECKERMAN:

(Laughter)

Then I would suggest that the

members of Council go on record with the committee as a

possible alternative method rather than taking up the time

at this meeting.
MR.

CORP:

I would like to ask one more question,

if I may, again to avoid reinventing the wheel.

This
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question of the legal liability review is very important--one

of the things you mentioned.

I suppose that the state pro

grams could be intensified by information from the American

Institute about legal liability and the views of the Council

of the American Institute.

Will that information be furnish

ed to the state societies?
MR. ROBINSON:

I am not a lawyer and I shouldn’t be

speaking on this subject.

I suggest that you talk to Don

Schneeman about that, though.

MR. CORP:

Thank you.

MR. MARVIN L. STONE, Colorado:

I have one question.

But, first, I can’t resist entering this debate about the
inter-firm association reviews.

We are a member of TAG.

Be

fore we were members of TAG, we had a review by a firm fif
teen or eighteen years ago.

We had also availed ourselves

of the Culp Committee’s Institute Reviews, and since TAG
commenced reviews, we have had them.

We have had excellent

reception and benefits from all of these reviews, and I
would commend them to anyone.

I, myself, cannot feel that

there is any particular feeling of nationalism or patriotism

that requires my firm to continue to be reviewed by TAG
is there is going to be the slightest tinge of lack of inde

pendence in the eyes of the beholder.

I am sure that
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.-----------------we all feel very strongly that we can be completely inde

pendent of a client for whom we might happen to have a partner
somewhere two thousand miles away who owns a share of stock,
and yet we have taken great pains to be very careful,

eyes of the beholder,

in the

that we look purer than the driven snow.

If anyone feels that my associates in TAG will give

me a cleaner bill of health because I am a member of TAG
than a firm from AARF might,

then,

frankly,

I am not going to

get any bigger bargain from my colleagues in TAG,

but it

costs just as much, we are going to be subjected to just as
rigorous a review,

and if there is going to be even a 1%

better public acceptance,

then I am all for accepting some

of the committee's initial views.
Now,

perhaps they can come up with criteria strong

enough that can take over and eliminate this tinge on inde
pendence.

And I appreciate the Board’s political concern

over the acceptability of this kind of decision.

I would urge all of you who are members of groups

not to get so excited.

This is not impuning your integrity

nor the integrity of your group, nor is it inferring that

you will get a less desirable or efficient or effective
review.

It is merely the question of whether the large pur

pose of this,

being public relations, will,

in any way,

be

benefit from a review within your

less public relations’

association than from without.
I would suggest that you look very carefully at
that,

because there are not going to be any strong benefits

other than the convenience,

Anyway,

perhaps,

of using your own group.

now to my question.

(Laughter and applause

You're a better politician than I am.

MR.

ROBINSON:

MR.

STONE:

Thank you for your eloquent statemen

I know how I appreciated these eloquent

statements, when I stood in your chair.

taking so much time.

I apologize for

(Laughter)

This is going to be such a massive undertaking and
the quality is going to have a tendency to be somewhat

I wondered, Hal,

spotty

if your committee has considered at all the

possibility of hiring kind of a full-time cadre of reviewers,

not to do all the reviewing, but to kind of

act as seeds

around the country so that perhaps every team might be com

posed of,

say,

one person who is a kind of full-time reviewer

and doesn’t do anything else,

who would do it part-time.

plus some of the rest of us

Has that been considered and

would it be a desirable idea?

MR.
briefly.

ROBINSON:

Marvin,

it has been considered

Frankly, we thought that was probably precluded by
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the program.

It has been our understanding all along that

we wanted members in other practice, not to say we won’t

And I agree with you that performance will be

reconsider it.

spotty,

and we will have to have a mechanism for monitoring

the quality of the reviews.

We do have,

I think,

a pretty

good mechanism within the Institute for picking reviewers,
but,

of course,

We don’t know how that system will hold up

they might be.

but we will take that under consideration.

in the future,

MR.

the demands have not been nearly so heavy as

DAVID M.

CULP,

Indiana:

I wonder if we could

ask again for a restatement of what the instructions are to
Are we to reconsider or are we to approve

the committee.

(Laughter and applause)

some plan?

MR.

ROBINSON:

Do you want me to answer that, Mike?

CHAIRMAN CHETKOVICH:

No.

Give us your

interpretation.

MR.

ROBINSON:

Well,

I just think the Board appre

ciated our reviews about the independence matters,

truthfully,

but,

perhaps we dealt too narrowly with the question

in today’s environment and what we are trying to get off the
ground here.

So I am perfectly willing for our committee to

go back and take another look at some kind of monitoring or

oversight procedure that will give credibility to those
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reviews without just summarily outlining them, because of

the appearance of the independence matter.
So,

Dave,

I don't know whether that has answered

your question or not, but we will try to answer it at the
next committee meeting.

CHAIRMAN CHETKOVICH:

Well,

I’m not sure I can add

to what I said earlier and to what Hal said,

Dave,

other than

the concern of the Board is based on the very considerable
interest of the membership in this issue,

and we want to be

sure that it is fully explored before we come up with any
conclusion that says,

MR.

"No way.”

DENNIS E. MITCHEM,

program and get it under way,

That’s where it is.
Arizona:

To complete your

is it the conclusion of your

committee that you have to solve the problem of society
reviews,

regional reviews and association reviews,

or would

it be possible to start with an Institute level review

program and a one-on-one program,

and put these other three

categories on the back burner for awhile?
MR.

ROBINSON:

Well, we don’t want to put them on

the back burner because there is a deep interest in all of

them.

But so far as the program getting under way, yes.

we will have to deal with them head-on almost immediately.

So we are trying to work at everything at once.

But

MR. MITCHEM:

I would just like to suggest then

that it would seem to me it would be imperative to start

doing what can be done and not let the Institute level program
suffer because you can’t solve the association problems

promptly.
MR.

ROBINSON:

You

We don’t intend to do that.

are perfectly right in that.
MR.

C. HUNTER JONES,

Virginia:

Are there any

training programs being developed to train the reviewers?
MR.

ROBINSON:

that I know of,
tion program.

Training the reviewers?

Well,

not

but there is a continuing professional educa

I think Bill could respond to that better than

I could.
MR.

question.

BILL BRUSCHI:

Hunter,

that’s a very perceptive

At the present time, we have in the works a CPE

lecture series which is being offered in some six or eight
cities.
that,

This was announced in the latest CPA Letter.

Beyond

I have had some discussions with the CPE Division about

the need for a training course for reviewers.

We are not yet

in a position to develop that course nor has any decision for

or against been made.

Things that we have to have in place

in regard to this are the instructions,

of compliance reviews.

check list,

etc.,

And as Hal has mentioned, we do have
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a task force, chaired by Bob Ellyson of Illinois, working on

this project.

I anticipate that when we have those check

lists, etc., we will take a very careful look to see if a

CPE course is needed.
MR. ROBINSON:

I hope you will do so.

I would

really like to urge you to do that when the material is

available.
CHAIRMAN CHETKOVICH:

Before you sit down, Bill,

could you give us the approximate number of people we have

in our bank of reviewers, because that constitutes a pretty
good corps of reviewers to commence with.
MR. BRUSCHI:

Hal, you made reference to the

people who performed on the Institute’s quality reviews in
the past.

The number there is approximately three hundred.
MR. ROBINSON:

That’s right.

So we do have a corps

to start with.
CHAIRMAN CHETKOVICH:

much, Hal.

Anyone else?

Thank you very

(Applause)

Well, we are running about five minutes ahead of
schedule.

So far, so good.
...Coffee break, after which Chairman Chetkovich

resumed the chair...

CHAIRMAN CHETKOVICH:

The next item on our agenda
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is captioned "Discussion of Proposal of FAF Structure
Committee that FAF Trustees be Elected by Electors Appointed

by the Sponsoring Organizations."
broader than that,

The subject is a little

and I will try to explain.

a little difficult problem to handle because,

is an action item and,

in a sense,

it isn’t,

Also,

this is

in a sense,

it

and I will try

to explain why.
First,

1976,

some background.

Some months ago,

late in

the Trustees of the Financial Accounting Foundation,

as most of you know,

directed their Structure Committee,

which is a standing committee,
review of the structure,

to make a rather extensive

the policies and procedures of both

the Trustees of the Foundation and the Financial Accounting

Standards Board itself.

This is the kind of thing which

would be expected from time to time from a standing committee
but I would say that the fact that the Board at that parti
cular time was under considerable fire from various sources

was also a factor in the timing.
The committee went to work immediately on this
charge and have,

just in the past few weeks,

come up with

their report, which report has been mailed to all members

of Council and has received wide circulation in general.
think it is a very constructive report,

including about 17

I
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rather specific recommendations that the Structure Committee
feels would improve the operations of the Board and also
would enhance its public image.

Friday,

at the meeting of your Board of Directors,

we considered that report and its recommendations and just
action in two areas.

First, we considered some four or five

specific recommendations which we felt to be the most signi
ficant from the standpoint of the posture of the AICPA,
past

judgment,

in effect,

and

concurred with those recommenda

tions specifically.

And then we passed a resolution indi

cating our support,

in principle, of the recommendations in

their totality and commending them to the Trustees for their

very careful consideration which they will be receiving.
These are the recommendations of the Structure

Committee.

They have not been acted upon yet by the Trustees

or the Financial Accounting Foundation which is the body or
the entity which has the authority to act on them.

What we would like to do here with Council is to
consider a couple of these proposals specifically,
would appreciate your concurrence with them,
case,

and we

if that be the

so that we can indicate our general agreement with this

line of approach to the Trustees of the Financial Accounting

Foundation when they consider the action to be taken on these

60

In other words, we are a sponsoring body.

recommendations.

We really are a founding body and,

therefore,

it is certainly

appropriate and even necessary that we advise the Trustees,
and particularly our representatives among the Trustees of

the Foundation,

as to our views specifically with respect to

some of these key issues that affect us.
text,

And in this con

if you feel so inclined, we would also appreciate your

ratification of the Board’s actions with respect to the
totality of the report.

The first specific proposal has to do with a change

in the structure of the Financial Accounting Foundation and

the manner by which the Trustees of the Foundation are selected.

While the change,
one,

on its surface,

it is in reality,

appears to be a fundamental

as I will try to explain,

a matter of form than that type of substance,

At present,

somewhat more

at least.

the members of the Financial Accounting

Foundation are the Board of the

AICPA.

Since the members of

the Foundation are responsible for appointing the Trustees,

which is really their only major duty, we,
name the Institute’s representatives--we,

in effect,

have to

the Board--of whom

there are now four plus the Chairman of the Institute;

and we

must approve the nominees of the other sponsoring bodies.
That is the way it is now.
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The proposal in the Structure Committee’s report
would substitute for the Board of the AICPA as the members of

the Foundation and as the electors of the Trustees,
will,

if you

a body composed of one representative from each of the

sponsoring organizations of which there are six in total.

These would be the members of the Foundation and the electors
of the Trustees.

In effect, what would happen would be that

each organization would put forth its own representatives for
the Board of Trustees and these would be ’’elected” as a
matter of form by the electors,

although they would,

of course,

have the authority to ask the sponsoring organization to go
back and recommend someone else.
The composition of the Trustees is five from the

AICPA,

two from the FEI,

Federation,

one from the Financial Analysts

one from the Securities Industries Association,

one from the AAA,

and one from the NAA.

The proposal does

not suggest that the composition of the Trustees be changed.

Now, why do I suggest that there is more form than

substance here?

It is because,

even having this authority

within the AICPA, we would be most reluctant and we would be

in a very difficult position to go back to the other sponsor

ing organizations and second-guess them as to their choice
of a representative on the Board of Trustees.
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Similarly, with respect to our own representative,

we are right back where we were then, because we would be

nominating them in the same fashion.
Now, why this proposal?

Committee come up with it?
in their report.
expect,

Well,

Why does the Structure

I think they explained that

There is very strong feeling,

as one might

that no one organization should have this kind of

veto power as a matter of fairness and as a matter of

equity.

this is the kind of thing,

Also,

secondary,

that in appearance,

we now find ourselves,

although this is

in the environment in which

doesn’t look so good.

I know of no

strong reactions against this proposal among the Trustees of
the Foundation.

I would like an expression from Council.

Now,

will welcome any discussion of this topic.

I

Stan Scott is

Stan is a member of the Board of Trustees of

sitting here.
the Foundation.

Stan, would you wish to add anything at this

point?
MR.

STANLEY SCOTT:

Not right now,

Mike,

I don't

believe.

CHAIRMAN CHETKOVICH:

or raise any questions?
MR. WALTER J.

Would anyone like to comment

Yes, Wally.
OLIPHANT,

Illinois:

I think it's a
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noble statement.

I think there is a difference today,

as

compared with the situation that existed at the time that we
set up the FASB and originally the FAF.

in a sense,

At the time that,

the professionals were giving up something which

it had always held strictly to itself,

and that is the

responsibility for setting accounting principles,

a feeling in the profession that,

there was

at least at the outset, we

should have the ability to veto recommendations by the parti

pating organizations.

to use that veto,

in fact, we never expected

But then,

and I think it is true that never since

we set up the original group has there been any veto power

exercised.

And certainly in the light of today’s circum

stances that you described, Mike,

even that which might be

present certainly should be removed as a possibility,

because

I am more certain than ever that we would never see that veto

power exercised.

So I think this is a good change.

CHAIRMAN CHETKOVICH:

Thank you, Wally.

Does

anyone else wish to speak to this point?

If not,

rather than a formal resolution,

have a show of your concurrence on this subject?

could we
Our con

cern is that if the Trustees go ahead and act on this,
think they will and should,

as I

in my view, we would not want

them to be doing it if it was contrary to the strong feelings
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of this body.

At least, we would want them to know what the

feelings of this body are.

So would those who concur with

this proposal raise their hand?
affirmation,

(Unanimous)

Very strong

thank you very much.

There is at least one other item that I think we
should discuss--one specific proposal.

If you have read the

recommendations, you are familiar with that one as well.

That

has to do with the composition of the Financial Accounting
Standards Board itself.

It is now a requirement that four

of the members come from the practicing profession.

The

Structure Committee recommends that this be done away with

as a requirement.

They are not,

that the composition should,

in any sense,

in fact,

suggesting

be changed.

suggest is that the requirement not be in there.
position of the Board of Trustees,

be the same.

as you know,

All they

The com
is going to

There is going to be the same kind of thinking

when it comes to the type of people who should be on the
Financial Accounting Standards Board.

This is intended to do two things:

the Board of Trustees the maximum,

One is to give

practical latitude in

filling openings as they arise with the best possible men,

and not restricting them by narrower requirements;

secondly,

as in everything else we do today,

and,

we cannot be
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oblivious of the factor of appearance.

Is there any discussion on this question?
If not,

could I again have a show of hands as to

your general concurrence with this recommendation?

majority assembled raised their hands.)

Now,

(The

great

Thank you very much.

rather than going all through the others,

I

would just mention a couple of them that should have your

attention.

to them.

If you have any questions, we will try to respond

I hope you are ready to,

Stan.

There is a recommendation that consideration be
given to a change in the funding of the Foundation and the

Finance Committee and the Trustees are already acting on this

the idea being that they would go in the direction of
limiting the maximum contribution from any individual entity,
any company or firm,

tion’s budget.

to $50,000 or roughly 1% of the Founda

This is to get a broader base for the Founda

tion's financial support.
And the other recommendation that was specifically

referred to is the one having to do with the change in the

voting requirements for Financial Accounting Standards Board
action.

As you now know,

it requires a 5 to 2 vote.

The

Structure Committee strongly recommends that they go to a

simple majority,

the reason being that the Structure Committee
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feels very strongly that no organization,
such as this,

particularly one

should be hamstrung and put in a position where

they cannot act.
We can discuss these questions to the extent you
may wish.

I would like to ask at this time whether you would

concur in the general action taken by the Board in approving
these recommendations and also in supporting,

in principle,

the recommendations in their totality and commending them to

the Trustees for their very careful consideration and
implementation as they see fit,

based on such considerations.

Could I have a show of hands on this general
question?

(Unanimous approval)

Thank you very much.

Wally, we have picked up some time for the next

part of the program,

and I am delighted we have because we

are going to be discussing ’’Washington Developments.”

All of us have been keenly, and I am sometimes
painfully,

aware of the attention which the profession has

received in Washington in the recent months.
ago,

Some five years

the Institute significantly expanded our Washington

office,

and for the past year that office has been under the

direction of Ted Barreaux who has held a number of govern
mental positions and most recently,
the Institute,

just prior to coming with

was in charge of legislative liaison with the
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Securities and Exchange Commission.

It has been a busy first

year for Ted because of this increasing attention we have
been receiving from a number of quarters.
The area of greatest visibility comes from the

attention which the profession received and is receiving as

a result of the Moss Report and the widely publicized staff
study of Senator Metcalf’s Subcommittee on Reports,

Accounting and Management of the United States Senate Com

mittee on Governmental Affairs.

Copies of excerpts of the

Metcalf staff study were distributed to Council and copies
of our formal response were distributed to our entire

membership.

Shortly before we testified on behalf of the AICPA,
the Federal Trade Commission announced,

as you know,

an in

vestigation of the accounting profession which gave us yet an

added level of visibility and another issue which must be
dealt with.
We have with us this morning the three people,

besides myself, who are most intimately involved in dealing

with the Washington developments:
and Al Sommer whom many of you,

Wally Olson,

Ted Barreaux

if not all of you,

know was

a former SEC Commissioner who is now practicing law in
Washington with the firm of Jones,

Day,

Reavis & Pogue,

and

____ _________________________________________________________________________________ 68

who has been engaged as Special Counsel by the Board of
Directors at the strong recommendation of the Federal Legis

lative Policy Committee of the Board.
Having had some considerable exposure to these

three gentlemen in recent weeks and much as I like them,
is probably more than I would have liked.

matter of our being together,

it

Given the subject

I can say to you with great

enthusiasm, we are very fortunate to have them on our side.

These are the gentlemen who are primarily responsible,
particularly Al Sommer,

and

for the Institute’s formal response

to the staff study which,

in my opinion,

and it apparently

is one that is shared by a considerable sector of the member

ship

based on the letters that I have received,

is one of

the finest documents of its kind that I have ever seen.

Now,

if you gentlemen will take the floor up here,

I will turn it over to you.

...Mr. Wallace E.

Olson assumed the chair as

moderator for the panel...
MR. WALLACE E.

OLSON,

Moderator:

This morning, we

thought rather than giving you long speeches, we would perhaps

go through a series of questions, which I think probably are

uppermost in the minds of many of the members of the Insti
tute,

as to what has been going on in Washington, how have
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we been dealing with it, what is likely to happen in the

future, where do we go from here,

and so on.

So, without further ado, we will launch into some
But at any point in the course of

questions and discussion.

this,

if you want to make a statement or ask a question or

do both,

I hope you will please go to one of the microphones

on the floor.

I’ll be watching for you and we will inter

rupt and take whatever comments or questions you may have.

We expect this to be quite free-flowing and we have a lot of
extra time.

So please feel free to break in at any time that

you want to.
Let’s start then.

Ted,

I guess that a lot of

people have wondered what kind of general strategy we have
been following in trying to deal with the Metcalf staff
study which I guess has been the central focus of most
people’s concern.

MR.

How have we approached this?

THEODORE C.

BARREAUX:

Well,

first of all, we

have a general strategy and policy of trying to contain the
recommendations of the Metcalf staff study to the staff and

to the Subcommittee on Reports, Accounting and Management.
What we want to do is to have a policy and have a program
that is strong enough that Metcalf and his staff are not
able to institute any legislative initiatives.

We are
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inevitably going to be confronted with increased federal
oversight from the SEC and the congressional committees that
are looking at the business community as a whole.

But the

main objective of our program is to make sure that the legis

lative recommendations contained in the Metcalf study do not

happen.
Now,

we have instituted--and I just added it up

right now--an eight-point program, without formally calling
it an eight-point program,

to do a number of things:

The first was to make a decision on where do we

go from here,

and we easily decided that we were not going to

be supporting any legislative recommendations.
The second thing was to rebut the Metcalf staff

study,

and it is important to call it a staff study because

a Senate report is a term of art that means it was formally
approved by the Senate committee.

So we are very sensitive

about that.
Now,

the rebuttal to the staff study was initially

written by Al Sommer and he did an absolutely outstanding job

In addition to Al,

the senior committees of the Institute

played a very significant role in reviewing the work product
of the staff and of Al,

and I think the final work product

was significantly improved by the technical expertise that
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was brought to bear.

It is

a

very readable report.

It is

concise, punchy and it received very, very wide praise on

Capitol Hill.
We were able to arrange for that report to be dis

tributed to the members of the committee by a senator on
the committee because we received a formal inquiry from

Senator Nunn of Georgia who was the ranking democratic member
on the committee,

and that allowed us to have even more of an

effect because the other members of the committee received
our response to the staff study from one of their own.

Clearly,

the implication of a senator having to go to all that

trouble was that the staff study was not an even-handed

document and that,

too,

gave us a push forward in our dealings

with this committee.
After the staff study’s rebuttal was prepared,

I

had a series of meetings with all of the staff members on the

full committee,

and particularly the subcommittee, where we

disseminated the report,

parts.

and the report was written in two

The first was a transmittal letter which had a

synopsis of the major points we made in the basic memorandum,
and then there was a fifty-page-plus basic memorandum hitting

all the major points that we tried to made in rebutting the
staff study.

We found that there was a great deal of interest
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on the part of the subcommittee members and the staffs of
both the full committee and the subcommittee,

and by working

with them and going through the response on an individual-by
individual meeting, we were able to really cover the major
points,

develop increased interest and again create the

impression, which is quite correct,
study was not the pristine,

that the Metcalf staff

pure document that some were pur

porting it was.

We also instituted a series of meetings with the
senators on the subcommittee prior to our testimony,

and

Mike, Wally and I met with Senators Jackson, Nunn and Percy
and the staffs of Senators Metcalf and Danforth,

and we had

an opportunity to discuss with them what our positions were

prior to the hearing.

Again, we received from them reinforce

ment that legislative initiatives were not being seriously

considered at that time,

and they reiterated that policy

decision and consideration at the hearings themselves.
We testified on the 19th. Mike was the primary
witness,

and I think,

by all reports,

did a very good job.

During the testimony, we were able to be quite positive as

opposed to the fairly tough rebuttal stance we took in the
formal statement on the Metcalf staff study.

Once we felt

that we had gone to the heart of the problem in a response to
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the staff study, we stressed in our testimony a more positive

tone of where do we go from here,

and that had a very good

effect on the senators.
We are now continuing to monitor the six remaining

days of hearings.

They have added two days since the original

schedule was announced.

There will be hearings on the 10th

and 12th of this month and also the 18th,

this month,

24th and 26th of

and they have added one additional day of hearings

in June--on June 6th.
In addition to continuing to monitor and work with

the senators and staffs on how we can implement some of the

changes that really need to be made

without legislation, we

are also working with the staffs of several of the senators

who have asked us to provide additional material to them after

the hearings are over so that statements made to the committee

by witnesses who appeared after the Institute testified which
we need to comment on, we will have that ability to comment.

And,

thereby,

the final hearing record and also the report

will reflect the Institute’s views on all the statements made
at the hearings, not just on those statements made prior to

our appearance.
From where we sit in Washington,
much what we have done to date.

that is pretty

MODERATOR OLSON:

I know,

Al,

you had many things in mind,

in doing some of the original drafting and then the

subsequent drafting on the response.

I am sure you want to

elaborate on our approach to the whole situation and give us
your viewpoint of Washington.

MR.
Wally.

A. A.

SOMMER, JR.:

Yes,

I would a little bit,

I think sometimes it is easy to overlook some basic

decisions that are made when a document is drafted,

and I

would like to point out the decisions that were made by the
people who were in the drafting process of the submission.

I think the decisions that were made have borne fruit to a
large extent.

The basic decision that was made was that we

would not try to nit-pick the report in the sense of going

through it and trying to pick out every inaccuracy,
distortion,

every mistake,

every

every insufficiency of research.

That could have been one that a person could have undertaken

and we probably could have filled more than the 1,700 pages
that they filled if we had done that.

Rather, we decided what we would try to do would
be to focus upon the recommendations.

We all were of the

opinion that the recommendations were really only rather

flimsily attached to the body of the report.

great deal of time on domination,

They spent a

concentration,

a lot of
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statistical information, but most of the recommendations
didn’t really flow from the body of the report.

So we

focused on those recommendations because they really contained

the heart of any potential legislative program.

Now,
worked,

the interesting thing is that I think it

Senator Metcalf,

in his speech recently,

and in other

statements, has indicated that he thinks people have focused

too much on the recommendations

(laughter),

and that he

doesn’t think legislation is really required after all.

I

rather think that maybe this is a vanity that all of us share

that by focusing on those recommendations, we have compelled

a withdrawing from some of the extreme positions set forth
in the recommendation.

But that was a deliberately conceived

policy.

We also decided that there were some of the
recommendations that the Institute should not necessarily

concern itself with.
responses,

And as to those, we did not prepare

thinking other bodies were in a better position

perhaps to rebut what was said than we were.
As Ted indicated,
report,

there were many hands in the

and I must say that I think the support and the

effort that so many people put on was a thoroughly commend
able and remarkable thing.

A lot of people spent a lot of
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time.

That was the basic strategy that was undertaken.
The second thing is that we decided that the docu

ment ought to be basic and educational,

that somebody reading

it who had as limited knowledge as I suspect some of the
people on the staff had about accounting and auditing (And I

think when you read the report,

you will find that our

opinion on that was perhaps not unwarranted)

to understand it.

should be able

In any event, we thought this ought to be

a basic educational tool.

I am sure that many of you reading

it thought it was terribly primitive.

But it was for the

purpose of saying what accounting is and what auditing is,

how principles are established, what they mean, what their
practical applications are,

and it recited a little bit of

the history, which is rather well-known to all of you,

con

cerning the relationship between the profession and the SEC
concepts of independence.

We really tried to get down to some basic concepts

in the belief that a suitable response in this kind of cir
cumstance had to be,
Now,

as much as anything,

simply educational.

I am not about to suggest that the only way

in which you lead this kind of an attack is by being reason
able and educational and logical, because there are an awful
lot of forces that have to be brought to bear in the political
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and I might say Ted really knows how to bring those

process,

talents and forces to bear.

But certainly

that sort of

educational effort and logical effort is a part of the overall
response.

Incidentally,

I would underline what Ted said.

I

thought really the physical presentation of the AICPA at the

hearings,
backup,

principally by Mike and secondarily by Wally as a

answered some of the questions.

I would say all of

you could have taken great pride in the skill,

in the effectiveness of that presentation.
was simply enthralled by it,

the candor and

I sat there and

and I read the transcript coming

out yesterday and I thought it read terribly well,

often that is not the case.

Something sounds good,

times it doesn’t read very well.

too,

and

but some

But this read very, very

well.
MODERATOR OLSON:

It has occurred to me, by obser

vations made by a lot of people:

Why don't we rebut the

obvious inaccuracies in that staff study,

or the obvious

inaccuracies and statements that are made by members of
Congress about the profession?
strategy was not to do that.
PANELIST SOMMER:

if you take that tack,

As you have indicated,

the

Why not?
Personally,

I think, Wally,

that

it is too easy for them to slough it

aside and say,

"Well,

you’re nit-picking.

Oh,

sure,

meanings and the details are wrong in this report,

the

but the

It makes it much easier to

basic thrust of it is right.”

fend off that kind of an attack.

The second thing is that I think some other people
responding have done that,

so there will be a fairly good

record established of rather substantial errors of fact that

are contained in the report, and I think simply building
layers of that wouldn’t have been either consistent with the
long-term interests of this association, which I think ought

to be educational, or the profession as a whole.
MODERATOR OLSON:

Ted,

do you think members of

these congressional committees either have the time or the

inclination to want to be educated in some of the more intri

cate aspects of the profession?

PANELIST BARREAUX:

32

Is this just beyond the pale

I don’t think there is any

realistic possibility that you are going to interest many of

the members of Congress who are going to affect our lives in

devoting the kind of hours it would take to educate them into
the real nitty-gritty aspects of what accounting and audit

ing are all about,
works,

how the Institute works and how the FASB

the relationships that exist between the SEC,

and the Institute.

What we can hope for,

the FASB

and realistically
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the most we can hope for,

is that they are going to focus on

the major policy questions,

and if you decide the major

policy questions in the right way,

from our point of view,

a lot of the nitty-gritty becomes unnecessary.
An example of a major policy question is:

Is it

in the public interest for the government to become increas
ingly involved in the setting of standards, both accounting

and auditing?
MODERATOR OLSON:

But how do you make a decision

about that if you don’t get down into the nitty-gritty,

you call it,

as

of the information on the profession so that

they have a good understanding of what it has done, where it

has been successful and where it may have failed?

PANELIST BARREAUX:

I think you can discuss,

as we

did in conversations with Hill staff members and senators

what the expectations legitimately can be of the role of
accountants and auditors in our society without focusing in
on every single mechanical point that the profession utilizes

in doing its job.

I think that they can become convinced

that the system is basically working and it is responsive to

legitimate public policy concerns without focusing in on the
kinds of detail that we might like them to take the time to

do.

The facts of life are that the average United States
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Senator serves on between sixteen and eighteen committees
and subcommittees.

In addition to that,

the average United

States Senator has significant political responsibilities in
his home state and administrative responsibilities.

senator from a major state will have a staff,
committee staff members,

A

including sub

of close to one hundred people.

That’s a pretty significant little group.

Again,

the facts of life are that his time is

limited and he is only interested in focusing on those things

he feels he has to.

We can,

I think,

tell our story in the

kind of detail that we did in the summary of our response to
the staff study and to make our point effectively that way,

while providing additional,more detailed backup at the staff
level and also be responsive to particular technical questions

that an individual senator or a staff member may have.
I think what you want to do is make a general case,
and where there are specific questions or specific cases that

a senator or a committee staff member may be interested in,
then focus in on the nitty-gritty in that particular instance.

But to try to tell them how to build a clock every time they

want to know what time it is is simply not the way to do it.
MODERATOR OLSON:

Al, you have been observing what

goes on on the Hill and in Congress.

Certainly as a
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Commissioner, you observed that and testified,

and so on.

I guess we can all agree that it is a somewhat imperfect
system.

But are you optimistic that justice or right will

prevail and good decisions will prevail in a somewhat un
informed kind of atmosphere?
PANELIST SOMMER:

A limited optimism,

the way you would describe it.

I guess,

is

Wally knows that I have fre

quently used the quotation from Winston Churchill in describ
ing the political process.

He said that politics and govern

ment were somewhat like a dancing bear,

that you shouldn’t

criticize it because it’s awkward, but that you should admire
it because it dances at all.

(Laughter)

And I have that

feeling about the political arena some times.

I look at the

inefficiencies and all the stress and the travail that
characterize

other,

it, but then you look past it and,

somehow or

a lot of good comes out of it.
While we may not individually agree with all the

decisions,

nonetheless,

I think that the large measure of

public interest is served in the process.
To bring it down to this particular case,

several trend lines can be seen rather clearly.
encouraged me to be candid,
First of all,

I think

Wally has

and so I am going to do that.

I am taking at face value what not
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only Senator Metcalf but the other members of the sub
committee have indicated:

namely,

that they are not looking

toward legislative initiatives at this time.
So I would conclude from that that probably you are

not going to have legislation initiated at this time to carry
out any of the recommendations that are contained in the

Metcalf staff study.
Now,

of course,

this committee that Senator Metcalf

is a member of and of which the subcommittee is a part,
doesn’t have the legislative responsibility anyway,

there were legislative initiative,

another committee.

it would have to come from

I think I am right in this,

PANELIST BARREAUX:

so that i

Ted.

It doesn’t have any legislative

authority over the securities laws.

The thing

that it could

do, which is the most unlikely thing of all to happen,

is to

create a new federal agency to oversee the profession.

PANELIST SOMMER:

Yes,

to that extent,

But that is the unlikely part of it.

they could.

I temper that statement

by the notion that conceivably some other senator might,

on

the basis of information that comes out of the hearing,

find

an issue that he would like to espouse and that lay

the responsibility of his committee,
the initiative.

But,

again,

within

and that he would take

I am sort of doubtful that that
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will happen unless the testimony in the remaining six days of
hearings takes turns that are much worse than what we have

seen so far.
So I think I start with the idea that I don’t think
there will be legislation.

The second thing, though, is that I think there

will be some other outgrowths from this.

There is no ques

tion that the report, perhaps more than anything else, is a
criticism of the way the SEC has interpreted its mandate
since 1934.

As a matter of fact, when we sat down to map out

the response, rather jokingly we said that maybe the thing to
do is to say that we bitterly resented the attack on the SEC
and let it go at that.

But the SEC is quite obviously—

MODERATOR OLSON:

objective about that.

I think you weren’t terribly

(Laughter)

PANELIST SOMMER:

Maybe not.

Anyway, the SEC is

obviously being pilloried, not only in this but in Congress

man Moss’s Oversigh Committee Report which says, in effect,

that for some forty years the Commission has failed to do
what Congress has intended it should do, by allowing the

accounting profession to establish accounting principles and

all these standards.
So what is going to be the outgrowth of that?

I
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think,

the SEC is going to take this

rather clearly,

to heart

Congressman Moss has a somewhat stern visage and I don’t know
that the Commissioners really like to stir him down very

often.

They are going to take this to heart and they are

going to re-examine the pattern of their conduct,
relationship to the profession,

their

and they may decide on various

internal measures to strengthen their oversight responsi

bilities and the manner in which they exercise them.

The third thing that I would say is that legislative
initiatives are not the concern today, but I think that in
two or three years from now,

ous than it is today,

the situation may be more danger

and the reason is this:

While certainly

the staff study is not necessarily espoused or adopted by
all the members of the subcommittee,

the fact is that I think,

rather clearly, maybe virtually all members of that sub

committee are convinced that there are things that need
changing in the accounting profession in the way it does its

work;

and that is not confined to Senator Metcalf by any means.
They have been very,

questioning.

very interested in their

There has been a great deal of interest in the

Commission on Auditors'

Responsibilities Report and on the

Report of the Committee on Structure of the FAF;

and they

have questioned witnesses about whether they like this part,
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whether they agreed with that part, whether they thought
this ought to be done,

and that ought to be done.

I would guess that somebody,

be it senator or staff

is going to monitor the manner in which those recommendations

in those two reports are followed through.
three years from now,

And if in two or

it appears that there has been a great

deal of foot-dragging and very little progress made in
dealing with those problems,

and understand I am not saying

that every single jot and tittle of each of those reports
need to be adopted,

but if in two or three years from now

there has not been made considerable progress in dealing with

the problems that are suggested by those reports,

then I

would feel much less confident about the unlikelihood of
legislative action.
So what I am saying really is I think there is
going to be another crisis down the road in two or three
years,

particularly if an inadequate response,

their eyes,

inadequate in

to those reports is also accompanied by some

other major cork with the bottles,

such as the ones that

have put the spotlight on the profession in the past.

That’s

a long answer to your short question.
MODERATOR OLSON:

I think maybe you anticipated

what my next question was going to be,

and we have touched
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on all parts of it off and on through here.

would like to get your evaluation,

Ted,

But I guess I

of what you think

the likely results of the Metcalf hearings will be.

Al has

indicated his belief that there won’t be legislative initia

tive,

and I think generally we believe that,

there going to be some fallout,
of this,

also.

other than that,

But is

coming out

beyond what maybe Al may have touched on?

PANELIST BARREAUX:

Well,

let me make a distinction

between what the senators would like and I think what some of

the staff would like.

I think some of the staff of the Metcalf

subcommittee want legislation very much.

They will continue

to want legislation no matter what the end results of these

hearings are.
that right now,

committee,

Politically,

they have to face the realities

if they try to move a bill through that sub

it will lose 4 to 1.

That does not mean to say

they cannot continue utilizing the”water on the stone”theory,
bringing increased pressure to bear on their sister sub
committees and the Senate Banking Committee to introduce
legislation and to have additional hearings to move forward

on some of the recommendations that are contained in the
report.
I think on Al’s point that there are members of the

committee,

I think that particularly Senator Percy is going

87 .

to look for a demonstration of "good faith” in terms of
implementing some of the recommendations in the two studies
that we just discussed.

A lot of the praise that the pro

fession came in for after two days of hearings was in direct

relation to the fact that, on their own initiative, the

accounting profession did indeed institute these two studies

and that the recommendations were very far-reaching and
significant.
Should the profession now not implement a number of

those recommendations, at least enough--and I grant you that
this is mighty amorphous stuff in terms of anticipating

congressional reaction--but enough that the Congress will

feel that they were negotiated with in good faith, I think it

won’t take two or three years for the hammers of hell to fall
on our head, and it will be a lot sooner for a much more

pejorative set of hearings to be geared up for it.

So I think we are going to avoid legislative ini
tiatives right now, but we are going to have to launch a

continuing educational process to demonstrate good faith to

the members of the Senate and House Committees that the
profession is indeed examining its own soul on a constant

basis and, where appropriate, is making changes in the way it
operates.
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I am a little troubled,

MODERATOR OLSON:

when the three of us,

you and I,

Mike,

Percy before the hearings,

because

visited with Senator

Senator Percy gave us some rather

extensive speeches about his concern about the credibility
of the business community.

And he is concerned that if the

credibility of business is not improved,
system may be in some jeopardy.

the free enterprise

He was pressing the notion

that our profession really ought to be using its influence

and its efforts to press upon managements of industry to stop
the standard of conduct and to elevate the standards of con

duct that are being followed within corporations.
You may recall that I started trying to explain to

him the difference between that kind of concern and the

concern about the liability and financial reporting.

And I

think I got a couple of sharp kicks on the shin under the
table when I did that.

But that is an entirely different

role for the profession and a rather expanded role.
Senator Percy likely to move forward with that,

Now,

is

and if the

profession doesn’t meet that kind of expanded responsi
bilities,

then are we going to have a feeling that we didn’t

really act in good faith?

PANELIST BARREAUX:

Well,

I certainly don’t think

that the concerns that Senator Percy expressed in our meeting
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are concerns that are limited to him.

I think that there is

a general congressional attitude that the profession needs
to change to a certain degree from being,
of Congressman Moss,

to use the phrase

the neutral storekeepers and to be more

of an enforcement tool in terms of watching the clients that
the profession represents and to be more of an arm of govern

ment enforcement and investigation.

And I think that the SEC

is certainly going to part company with us on that.
If you read Stansford’s Bill of Rights for
Investors,

you will realize that he and certainly some of

his counterparts at the IRS are going to continue to try to

utilize the profession to dig out corporate wrongdoing and

to provide more guidance to the profession on the kinds of
things it should look for.
illustrative of that,

Illegal payments are certainly

and now we are getting into the area of

corporate purchases as just one additional example.

And I

think that is going to continue to increase.
MODERATOR OLSON:

Al,

even in the response to the

staff study, we alluded to this and we said to ask the pro

fession to take on being the conscience of the corporate
morality may go beyond what the CPA's are,

or qualified to do.
response we said,

in fact,

But I think, more specifically,

"Well,

trained
in that

to ask the CPA's to pass judgment
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on the legality of conduct probably transcends what they are

able to do or deliver.”

to do that.

Nevertheless, we are being pressed

Are we going to be accused in the future of not

meeting our responsibilities because we don’t try to do what

the profession perceives to be an impossibility?

PANELIST SOMMER:
tion, Wally,

I don’t think there is any ques

that the explications of people like Senator

Percy go beyond what is practicable for the profession to do.
I think that there is probably some expansion of responsi

bility that lies between present practices and the kinds of

explications that he and other people have,

and one of the

challenges posed by the Commission on Auditors’

Responsibilities

Report is where to put that line which would represent,
say,

as I

an expansion of responsibility in the area of protection

of fraud,

and so on.

In a broader sense,

I think that what is happening

with regard to the Metcalf hearings, what is happening in

these conversations with Senator Percy and his questioning
at the Metcalf hearings,

responsibilities,

all of this focusing upon auditors’

I think is a part of a much broader social

movement in this country,

and that is this:

a widespread feeling among American people,

I think there is

and I think it

is obviously reflected in the attitudes of Congress,

that
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somehow or another corporations have not properly met their
responsibilities,

that they have,

for instance,

the perquisite problem,

payment problem,

the overseas

the question of how

they respond to environmental and social demands.

this,

as I say,

All of

is a broad feeling that somehow or other

there has not been sufficient social control over the manner

in which corporations conduct their affairs.

The result is that there is a great deal of emphasis
on the responsibilities of auditors,

crucial position.

because they are in a

They are inside the corporation, upon

audit committees because they are inside the corporation,

outside directors because they are inside the corporation,
and a great deal of enhanced emphasis, which I think is going

to pick up momentum, of trying to use these entities as a
means of establishing a social control mechanism inside the

corporation.

Let me try to demonstrate the difference in what I
am saying.

Last June,

Senator Hartke initiated hearings on

the role of the corporation in American society.

These were

hearings of the Commerce Committee.

and the day

I testified,

I testified Senator Durkin from New Hampshire was presiding.

Senator Durkin said,

”Mr.

Sommer,

I have heard what you said.

I was suggesting that Congress ought to go slowly in
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legislating responsibilities for directors, because a lot of
things were happening that were making directors more respon
sive, more aware of responsibilities.”

And he said,

we going to control these giant corporations?”

”How are

That rather

stunned me.
I responded by saying,

"Senator,

you know,

you’ve

got OSHA, you’ve got environmental problems, you’ve got
regulations,

you’ve got the SEC,

Department of Justice.

the FTC, you’ve got the

It seems to me that these giant

corporations are under a rather elaborate network of control.
But I thought about that and I think really, without perhaps

realizing it, he was touching on something.

I think that

people think that those exterior controls really don't go to
the heart of the problem and they are trying to impose upon
the people who are inside heavy responsibility to control

what the corporation does,

and I think that the auditors,

because of their critical opinion,

are being used and the

effort will be made to use them to the extent it is at all

practical to perform that kind of a socially necessary func
tion, in the eyes of these people,

How far can you go?

inside the corporation.

They asked Mike,

for instance,

to use his influence to bring about all kinds of corporate
reforms--outside directors,

audit committees,

all that sort
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of thing.

And I thought his response was excellent.

He in

dicated that he was quite sympathetic with these efforts,

but

he was concerned about how far the auditing profession could
be expected to drive corporations into that kind of internal

reform.
But it is perfectly apparent that what is going on
is a process of trying to push the profession into wider and
wider responsibilities and,

to some extent,

sort of testing

both the profession and the corporate world to find out how

far that push can carry the profession.
limits to what you can do.
profession has,

Obviously,

there are

One of the jobs that I think the

and something we tried to do in the response,

was to point out what some of the practical limitations are.

There are financial limitations.

You could sub

stantially enhance the audits in the sense of procedures,
somebody is going to pay for it.

but

You also have limitations

on how far the auditors can influence the manner in which
management makes decisions.

As soon as you begin to involve

auditors in the decision-making process, you lose something
else--their independence.

So there are all kinds of values

that have to be balanced in this process,

but the pressure

is going to be continuing.

MODERATOR OLSON:

What you are saying is that we
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have an ongoing struggle or trend and we are going to have to

deal with these things as we go.

There is no magic answer

other than trying to deal with the pressures as they are

applied and as they evolve.

Wally,

PANELIST BARREAUX:

it in as simple terms as possible.

just let me try to put
The accounting profession

and its role in the private sector is going to be under in
vestigation and scrutiny as long as the clients of the account

As long

ing profession are under investigation and scrutiny.

as the Congress exhibits interest in the energy industry and

environment and health care, you name it,

they are going to

be looking for the role of the auditor in that system.

You

can just expect that it is going to be an in-tandem process.
I had hoped that we had reached

MODERATOR OLSON:

a point where we might be able to sit down and say,
that’s behind us.”

"Well,

But I guess they are telling me that it

is not going to be behind us.

PANELIST BARREAUX:

I don't think it is realistic

to think it will be.
PANELIST SOMMER:

flow.

I think the pressure will ebb and

I don’t think there is ever going to be a time in

which you can say,

’’Well,

MODERATOR OLSON:

that is all over with now.”
Unless we are completely taken
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over by the government.

PANELIST SOMMER:

Well, even then, that would pose

some problems (laughter), to put it mildly.

MODERATOR OLSON:

For the government.

PANELIST SOMMER:

For the government, yes.

MODERATOR OLSON:

Well, we have been talking an aw

ful lot about Metcalf.

I guess Congressman Moss got a little

upstaged by the Metcalf staff study.
mucy in business.

But he is still very

What is he likely to do in the future with

respect to the recommendations that came out of his Oversight

Committee in the last session of Congress?

PANELIST BARREAUX:

His staffperson, Carolyn

Nemi, has now gone off to the Senate Democratic Policy

Committee in charge of accounting, securities and energy.

But she has been replaced by a lawyer by the name of Harvey
Roland who was, at one time, an SEC employee and was former
counsel to Congressman Moss.

Harvey is now preparing a

series of oversight hearings for the SEC, very similar to the

ones that occurred last year.

I can only assume that they

will explore the activities and functions of all the divi
sions and offices of the Commission, and they will, because

of Congressman Moss’s interest, focus in on the Chief Account
ant’s office and the accounting activities of the Division of
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Enforcement,

corporation finance.

I can assure you that how

the Commission continues to operate in terms of standardssetting and enforcement will come in for several days of

very interesting hearings.

Whether or not,

he

as a result of those hearings,

will push forward any of the legislative recommendations he
made last year or initiate new or different ones,

only tell.

time will

But he is clearly only holding off on some of

those recommendations because the SEC has not yet endorsed
them and the SEC is arguing that the system is working.

And

Congressman Moss is now initiating as a policy a framework
of accounting principles.

He defines the role of Congress

and the SEC in establishing a framework of accounting prin

ciples and auditing standards to be assisting the SEC in
communications and guidelines in terms of issues that the

Congress is concerned with from a policy point of view,

the

classic example being setting accounting standards for the
extractive industries.

I think that you are likely to get out of Congress
man Moss increased interest in other industries for which he
thinks uniform accounting standards should be established.

So the kind of thing that you saw as a part of the 1975

Energy Policy and Conservation Act,

I think is the kind of
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thing, not necessarily through legislation but through over
sight pressure on the SEC, that could cause the SEC to clearly
tell the FASB to carry forward on a laundry list of items, and

I think that we will try to get them to do that.

Now, he has a number of interesting levers of
pressure points he can being to bear, not the least of which
is his influence over the SEC budget.

As part of the annual

budget process, they have to go through the Interstate
Foreign Commerce Committee, and the Subcommittee on Oversight

Investigation works very closely with the full committee on
letting them know how the SEC is doing and whether or not

they think they ought to get more or less money for certain
of their functions.
I can tell you, having worked on the other side of
the street on budget hearings, it is a pretty effective lever

when they start talking to you about whether or not you are
going to have to close down certain of your operations or

beef them up.

So their ability to run effective oversight

hearings through the budget process and with always the

threat of legislation in the background is very effective.

MODERATOR OLSON:

When John Moss testified on the

first day at the Metcalf hearings, as we did, he did make

one recommendation that was new, and that was that there
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ought to be established an NASB type regulatory system for
the accounting profession.

heard that,

I believe.

That was the first time we had

I would like to ask both of you as to

how you react to that and if you think that is apt to pick
up any support in other quarters.

PANELIST SOMMER:

Well,

I think that of all the

things that could conceivably eventually be in legislation,

that proposal is probably the one.
it is going to happen now.

But,

again,

I don’t think

I think it is the sort of thing

that could be easily dusted off--Ted thinks in less time,

but

I think in two or three years--if the feeling of the staff
and some of the senators like Senator Percy are that the
profession has not been sufficiently responsive to proposals

that have been made.

That is the one that I think is ger

minating within the staff of his committee.

I think they will begin the process of talking
about it publicly,

as Congressman Moss has done,

raising it

and beginning to embellish it with a certain legitimacy and

widespread discussion as prelude perhaps to legislation at
the time when they decide legislation may be necessary.
I think it can be forestalled.

As I say,

I think that there

is the potential within the profession.

If it moves aggressively,

But

if it buries some
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differences that exist in the profession,

can be forestalled.

But I think there will be a process of

elaborating a contingency plan,

33

I think all of this

if you will,

that would look

sort of like the NASB as a self-regulatory mechanism with

much stronger oversight than the SEC.
An interesting sort of thing,

you know,

Ted, you

speak of the possibility of attention on various industries
establishing an informal council,

all that.

It was rather

interesting at the hearing that Senator Nunn said to

Professor Chatoff, who was the second witness,
can see,

”As far as I

probably the worst accounting practices in the

country are the Federal Government.

Should we really be

telling other people how bad it is when we have so much
trouble at home?"
Chatoff said,

I think it is worse,

"Well,

there is one other area where

and that is the system of uniform

That was not pursued,

accounts of public utilities."

but it

was a rather interesting commentary on the value of systems
in uniform accounts.
MODERATOR OLSON:

Ted,

are you unconcerned about

the NASB proposal or do you think that is just going to lurk

in the background for awhile?

PANELIST BARREAUX:

You have to understand where
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logical for

The NASB proposal is something that is

Moss to think about simply because it is some

thing he works with every day and is quite familiar with.

The idea is not really as compatible to this profession as

it is to the securities industry,

simply because you are

able to identify in an NASB case,

almost to the penny, who

was defrauded and by whom.

You can,

therefore,

use it as a

regulatory mechanism to pay back particular individuals who
lost money through inappropriate action of some corporate

dealer.
Although it is appealing on its face in a situation
where accountants are involved, you don’t have that kind of

precision or exactitude in being able to identify any parti

cular given number of stockholders who should be reimbursed
for some particular loss.

So I think,

on examination,

Congressman Moss will

shy away from a cookie-cutter approach toward stamping out
an exact image for the accounting profession.

I think what is likely to happen,

and again on

this particular point I will go with Al because I think it
will be a few years down the road,

is that you are going to

get increased congressional interest in a regulatory mechan

ism for firms.

A lot of what I hear in the Congress is that
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there isn’t really a mechanism in existence,

except a nuclear

weapon kind of mechanism to which the SEC might turn.

There

isn’t really a mechanism where they feel that people should
have been exercising due diligence and increased supervisory
responsibility over accountants that have gotten caught doing

something inappropriate.
There is no way you can get to the managers of those

who did the wrongdoing.

I think there has been desire on the

part of the Congress to see some sort of mechanism established
which will allow the government to get to the firm without

doing something that is unrealistic,

such as putting a firm

out of business.

PANELIST SOMMER:

I’ll say one thing on legislation.

Congressman Moss indicated rather clearly that when the now
being developed American Law Institute Federal Securities
Code reaches Congress, he expects to use that as the occasion

to effect a repeal of Hockfelder.

He made that pretty clear,

and Senator Metcalf joined him in that.

So there may be

battle joined on that issue at the time that the code comes

up.
MODERATOR OLSON:
another question.

be testifying,

I guess that leads us up to

The SEC hasn’t testified yet.

I guess--

They will
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PANELIST BARREAUX:
MODERATOR OLSON:

the hearings.

On the 24th.

The third from the last day of

Do either or both of you want to speculate as

to what they are going to say at the hearings and what posi
tions they are going to stake out?

Commissioner and having,

I know,

Al, having been a

been quite close to the new

chairman and what is happening at the Commission today,

do

you have any thoughts about that?

PANELIST SOMMER:

Well,

chairman is going to testify to.

I don’t know what the new
He has not appointed a

Chief Accountant and he is still looking,
that he is open to suggestions.

and I might add

He does share the notion

that there are things that the accounting profession should

do with regard to changes internally.
opinion,
ness,

I think,

He is fully of the

that if that is not done with fair prompt

the Commission is very likely to be under very sub

stantial pressure to expand its role in the establishment of
standards,

and so on,

rather considerably.

I think he shares

my conviction that the game has not yet been played out.
There is still opportunity for initiatives on the part of
the profession before the Commission feels it has to take any

drastic action.
But I think he sees a problem that should be dealt
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with and should be confronted.
I think that in your

Just a word about him.
dealings with him,

you are going to find him eminently

reasonable and quite willing to listen and very willing to

entertain other people's viewpoints.
any of these issues,

He is not hung up on

as far as I can see.

MODERATOR OLSON:

Ted,

you,

too,

I know maintain

very close contacts at the Commission with members of the
staff,

and so on.

What do you see that they are doing when
What postures do you think

they come before the hearings?

they are going to take?

PANELIST BARREAUX:

Let me begin by saying I have

been really surprised by the vehemence and force of the

criticism of the SEC,

Moss's Committee,

especially in light of the fact that

just a year ago,

regulatory agency in Washington,

said it was the best

and Senator Metcalf's own

committee said the same thing a few months ago in terms of

its having the best track record of qualified presidential

appointees of any regulatory agency in Washington,

at the

risk of making Al blush.

What surprised me was the fact that repeatedly the
criticism,

I thought, was considerably overboard.

at one point,

Metcalf,

said that the SEC might even be senile
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in terms of its administration of the law.

(laughter)

He

compared it to the analogy that former Justice Douglas made

when he said,
beings.

"Regulatory agencies have a life like human

They have an adolescence,

sort of a middle age and

then they reach a stage of senility."

He suggested that

perhaps the SEC might have reached the age of senility.
MODERATOR OLSON:

I think he even referred to it

as a "tired old tiger" at one point.

To which Mr.

Chetkovich

took issue.
PANELIST BARREAUX:

That's right.

I think that

there is no one in this room who thinks that the SEC doesn’t
have some teeth left.
I think,

as a result of this,

you are likely to

get a very vigorous defense of the SEC's enforcement track
record by the chairman.

I think you might even get a show

of force by having all four or,

if she or he is appointed

at that time,

five Commissioners actually doing the testimony

on the 24th.

Clearly,

Commissioner Pollock should feel

personally offended by some of the charges that were made
earlier.

I think,

too,

you are going to get a greater

sensitivity on the part of the Commission staff in keeping

a track record of contacts with the FASB and with AUDSEC.
One of the things that has surprised me in our
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dealings with the Senate staffs when this whole process
started,

shortly after I arrived on the scene a year ago, was

the fact that they were really unaware of how vigorously

involved the SEC was in standard-setting.

They were really

under the impression that the FASB contemplates its navel and

comes up with a standard and it bubbles up to Washington,

and

the SEC has never seen it before and immediately rubber-stamps

it and sends it out.

I think you are going to get more defense

of the fact that there is considerable communication and
guidance given to both SEC and AUDSEC by the SEC.

I think

you will probably get a bit of a laundry list of standards

where,

over the course of the last few years,

caused something to be done differently.

SEC actions

That,

of course,

is

a double-edged sword.

I also think you will end up by getting more vigor

ous attention to the accountants’ role in any future enforce
ment actions.

I think you are going to find increased

interest in beefing up the number of enforcement attorneys

and enforcement personnel with accounting backgrounds in the

regional offices.
your budget.

This is a golden opportunity to increase

I would think that that may be making a very

good case for more qualified personnel.

So I think you are going to get increased enforcement,
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increased attention in terms of keeping a better track recorc
and having more visibility in the standard-setting process

by the SEC,

and also the possibility of a larger SEC role,

larger staff devotion by the SEC to enforcement action where
accountants are involved.

MODERATOR OLSON:

Well,

it does seem to me the

kinds of pressure that will be put on the SEC by Congress

will be transmitted to the profession in some form or other
of pressure on the profession to do certain things -- do more

or do better.
This isn’t going to comfort

PANELIST BARREAUX:

anybody,

but I certainly think the SEC is going to be more

of a reflector than a shield.

MODERATOR OLSON:

All right,

if it’s not a shield.

But if I were a practitioner who did not practice before the

SEC,

I guess I would be inclined to say,

isn’t going to affect me at all.”
sensible position to take, Al?

”So what?

This

Do you think that is a

Do you think it is true that

I am not going to be affected by all of this?
PANELIST SOMMER:

No.

I think there is going to be

a spill-over effect throughout the profession, regardless of
whether or not people practice before the Commission and have
public plans to file with the Commission, because I think
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that any expectation that,

somehow or other,

an expansion of

federal influence is going to be contained to those 10,000

companies who file reports with the Commission,

misapprehension.

It’s like spilling an inkwell.

spread and spread and spread.

I think is a
It will

And I would expect that you
as

would find an argument being made in the public interest,
it has been made repeatedly in other areas,

that it isn’t

only the large companies that impact the common welfare;

also the small companies,

and if you are going to have better

reporting on the part of big companies,
of formulating policy,

it's

from the standpoint

it will be good to have comparable

figures available from small,

non-publicly held companies.

Therefore, we ought to put some of the burdens

upon the auditors for those small companies.
an argument has a great deal of appeal,
that that argument would be made.

That kind of

and I would expect

Most things start out with

the idea that we are only concerned with the top companies,
but gradually it works its way down.

Many of you,

I’m sure,

of that than I have,

A good example is OSHA.

have more knowledge of the specifics

but,

as I understand it,

there is a

provision for the appropriate authorities to establish a
cut-off point over which small businesses don’t have to
conform with some of the more onerous provisions of OSHA.

But they have never been able to agree upon what a small
If they set the line at twenty employees,

company is.

the

guy who has twenty-one employees thinks that they set it too
high,

and the guy with nineteen employees thinks it’s

And I think you would have the same sort of thing

marvelous.

if there was an effort to confine federal intervention on a

broad scale to simply publicly held companies.

PANELIST BARREAUX:

Yes.

I think we have got to

face the political facts of life in terms of how Washington
operates.

Clearly to me,

there is absolutely no chance that

the Commissioner of IRS would want or would end up getting

less authority over accountants who practice before his
agency than the Chairman of the SEC would have over accoun

tants who practice before the Commission.
agency gets,

Anything one

another agency, where the same profession oper

ates, will end up sooner than later having those same powers.
MODERATOR OLSON:

minute.

I would like to pause for a

I have been asking almost all of the questions here.

We are going to touch on other areas, but in this whole area
of the Metcalf hearings,

do any of you have any questions

that we haven’t addressed so far?

MR.

SOL BRAVERMAN,

California:

guest of the subcommittee chairman.

I am here as a

I am from a local firm
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in Los Angeles.

You haven’t addressed yourself to the title

of the Metcalf report which is "The Accounting Establishment."
There has been a great deal of divisiveness generated, per

haps not by the report but by the whole atmosphere and the

feeling on the part of local practitioners that the American

Institute is not responsive sufficiently to the needs of the
local practitioners.
My firm, which has between thirty and thirty-five

people altogether, doesn’t feel that we are in competition

with the "Big Eight" or what the report calls the "Big
Fifteen,” and we all began to feel insulted, like a lot of

my friends felt because they were left off of Nixon’s enemy
list.

They weren’t mentioned in the report.

But I brought

a few clients to large firms; I have gotten a few from the

large firms.
(Laughter)

Eight."

I think I have come out ahead on broken fillings.
And I share two accounts with the large "Big

I refer clients to the "Big Eight," particularly

in the national field and I have even gotten a few referrals

from them.

But this kind of message has not been addressed.

In Los Angeles, they formed a local practitioners forum and
sent a representative back to testify before the Metcalf

Committee.

He went there loaded for bear.

against the little guys.

It’s the big guys

110
I wonder what the Institute,

Board of Directors and

Council are planning to do to address itself to this polar
ization and the divisiveness that has been dramatized with
the Metcalf Report and address itself not just to rebut or

to react,

but taking an affirmative initiative to address

itself to these problems.

I know there have been many things

done, but I think there is a lot more that has to be done.
MODERATOR OLSON:

substantial question.

Well,

you have addressed a very

I am not sure that we wouldn’t spend

the rest of our time dealing with that particular question.

I don’t want to turn it aside.

There is no question in my

mind that one of the major fallouts of the Metcalf staff
study is an aggravation of the perception on the part of many

of the members of the profession that indeed the staff study

was correct in suggesting that the Institute was controlled

by a few large firms and that it was certainly dominated.

I

think that the domination question is certainly going to get

a thorough airing,

as witness the fact that we now have a

subpoena from the Federal Trade Commission,

and one of the

four things that they have said they are going to look at is
the concentration within the profession itself.

Also,

as Mike indicated to you this morning, we

have gotten a letter requesting information from the Justice
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Department regarding our advertising rule.

to either confirm or take issue,

Ted, you may want

but my guess is that the

Justice Department will find it necessary also to look at the
concentration issue,

simply because one of the recommendations

in the staff study was that either the Justice Department or

the Federal Trade Commission want to look into this. It seems
to me that they have no choice but to do that under those

circumstances.
PANELIST BARREAUX:

I think they probably will.

They are also working with some of the other agencies.
is an informal luncheon group that has sprung up,

There

consisting

of some staff attorneys from the Justice Department,

the

Federal Trade Commission and the Securities and Exchange
Commission,

and they are exchanging information and thoughts;

and I would imagine that the Justice Department’s investiga
tion will be expanded considerably before it's over.
MODERATOR OLSON:

Back to your major question,

We have had a lot of soundings.

Sol.

I don’t believe that the

concerns and perceptions are any great surprise to us.

have had a concern for several years.

We

Every year, we have

run a series of seminars for local practitioners, where we

got people who were not involved in the profession to come in
and discuss what was bothering them.

So we have a pretty
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good idea of what some of the perceptions are.

major concerns,

of course,

if you want to call it,

your viewpoint.

One of the

is in the field of standards or,

excessive standards,

depending upon

Certainly there are thousands of practi

tioners in the country today who feel that it is an over
whelming burden to have to try to comply with all of the
complex standards that have been devised by either the APB

or the FASB to deal with some of these problems that are
emanating from the large, multiple, national corporations.
It is felt by many that those standards probably

don't make sense in applying them to small,
companies.

privately held

It is precisely for that reason that we have had

two committees working,

one on GAAP for small business, which

Mike reported on to you this morning,

and another one which

is a subcommittee on Accounting Review Services, being

chaired by Bill Gregory,

has a heavy representation of prac

titioners who are concerned about this whole question.

These are not easily solved problems in the standards area,
but that is one of the big areas where the concern exists.
The other concern is in representation on com

mittees within the Institute,
separate subject.

and that is another whole

It’s a complex subject.

It is not one

where there haven’t been made substantial efforts to get more
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local practitioners involved in committee activities in the
Institute.

There are problems with that.

It places sub

stantial burdens on the time of the practitioners in smaller
firms or smaller practice units.

Often, we even get turn

downs when we invite people from the smaller practice units

to participate.
any way,
rebuttal.

I don’t mean that as a total rebuttal in

shape or manner,

because I know you don’t want a

But I only mean to at least indicate to you that

we are very conscious of the concerns that exist among the

practitioners who are practicing in smaller units.

We are

concerned about attempting to find solutions to those problems.

So I won't take any more time on that issue.

I think it is

I just believe that it deserved that

off our main subject.
much attention.

MR.

EDWARD H.

PENDERGAST, Massachusetts:

I would like to address this to Ted,

asking a little bit

about the staff of the Metcalf Committee.
thing,

I think

I think,

if any

you have underestimated the import they have in any

future legislation,

because it has been my experience that

the staffs of the House and Senate can affect the legislation

very intensely.
So there are two things that I would like you to

address yourself to.

One,

as far as the makeup of the
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hearings were concerned,

I understand the staff arranged that,

and that when requests were made for hearings,
make a favorable statement about the report,

if you would

you would have a

better chance of appearing before the committee.

I wonder if

you were able to impact that.
The second part is tied right into that.

Could you

give us some idea of the present mood and posture of the staff
people, who were directly involved in the preparation of the

report,

as a result of the publicity and other things that

have emanated from that?

PANELIST BARREAUX:

I will answer the second ques

tion first by characterizing their mood as alone and em

bittered.

They clearly were hoping for-MR.

PENDERGAST:

Doesn't that scare you?

PANELIST BARREAUX:

Well,

it’s of concern.

However,

I am a hell of a lot happier than if they were really for it.
(Laughter)

They were clearly hoping for a more positive set

of hearings in the sense of having a report or having a set

of hearings that confirm all of the points made in the staff
study,

and generally to have developed in the minds of the

other senators on the subcommittee a more responsive attitude
toward possible legislation.

of course,

Their continued interest is,

very important in that if there is any technical
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drafting of legislation or legislative recommendation,
clearly are going to do it.

The staff of the subcommittee,

except for one minority staff member,

patronage of Senator Metcalf.

they

is totally under the

So if legislative recommenda

tions are going to be fended off,

they will be fended off

through the good offices of staff members of the other
I think that they will certainly--and if I were in

senators.

their shoes,

I would do this--try to utilize Senator Metcalf’s

remaining year and a half in the Senate to interest other

senators and other staff members in these issues.

Also,

I

have every reason to believe they will try to place themselves

on staffs of other senators when Senator Metcalf leaves.

So

I think their continued interest and involvement is

inevitable.

I think they are playing an important role.

They have continued to be Senator Metcalf’s primary source

of expertise at the staff level.

But so far,

I think due to

the intemperate and incomplete nature of the staff study,

they put together,

As I say,

their efforts have been largely discredited.

that is a lot more attractive to me than the

alternative.

However,

I think it would be foolish of us to

become overconfident, because should they become more tem

perate and more clever in the issues they focus on and the
profession not act responsibly and responsively to legitimate
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concerns,

then we are going to lose a lot of our credibility.

For that reason,

I think we are going to have to be very

tough and very realistic in assessing the political facts of

life in terms of what we have to do to fend off legislation

and, when appropriate, bite the bullet as opposed to nibble
at the bullet or bite the marshmallow.
MR.

NORMAN LOYALL McLAREN,

California:

May I say

just a word in a lighter vein?

One of our team was talking about senility in the
SEC.

Now,

you have all heard of the "Seven Ages of Man.”

It has been suggested that in our times that should be re
duced to the three ages of man.

The first is youth,

the

second is maturity and the third is "My, but you’re looking
well!"

(Laughter and applause)

VOICE FROM THE FLOOR:

I would like to respect

fully ask the panel if they believe the FAF Structure Com
mittee has been responsive to the allegation, whether valid

or not,

of the Metcalf Committee that the AICPA has domi

nance over the standards as exemplified in Chart 1 of the
Metcalf Report.
MODERATOR OLSON:

Al, would you like to take that

PANELIST SOMMER:

I would answer it in two ways.

one?

117
I am not sure at all that the charge of AICPA dominance of

the AFSB is a well-founded one.

In fact,

I think there is

far more justification in the charge of the fact that maybe
they have been too isolated from everybody in some of their
That is the result of the fact that I think

deliberations.

those people,

the Board members and Marshall Armstrong, have

been sensitive to the charges that were made in the APB that

they were susceptible to extraneous influence.

I think,

in

an effort to minimize the opportunity for that kind of a
charge in FASB,

I think he has been very careful,

Board members have been extremely careful,

and all the

to conduct them

selves in the fashion that would indicate that that charge
is baseless.
Now,

when you draw charts and you show a flow from

here to here to here,

that doesn't necessarily indicate the

reality of relationships.

It may very well indicate that

there is a potential in here if somebody chose to really use
some muscle.

muscle.

But it doesn’t prove that anybody has used the

From my observations, my own feeling is that the

charge that the AICPA dominates FASB simply is not warranted.
Now,

could the AICPA dominate the FASB?

Given the present

makeup of it and given Marshall Armstrong,
surprised at that.

I would be very
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Now, the second question is:

Really, does the

Structure Committee respond in a fashion that would eliminate
whatever theoretical possibility there is of domination?

I

would say that if the recommendations were followed, it would

reduce that potential considerably, limited though I think

it is to begin with.

I think the argument that there is this

nefarious domination of the AICPA followed by the domination

of the FAF which dominates the FASB which then, somehow or
other, acts in accordance with what the original masters

back here at the beginning of the process want is largely
imaginary.

But I think it is important that the appearance of
possible domination be dealt with, and I think the FAF
Structure Committee Report has responded to that.

argue as to whether it is totally adequate.

We can

You have to have

somebody who has responsibility for appointing the next

people in line who appoint the next people in line.

I think

the charge that in some fashion the position of the FASB is

presently compromised is overdrawn.

But if it is necessary

to make some changes to avoid even the slightest semblance

of the legitimacy of that charge, I think those steps ought to
be taken.
MODERATOR OLSON:

It is my opinion that while they
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have been responsive directly to the concerns, it seems to

me they have cut off most of any concern that could be ex

pressed even in appearance, assuming there was no fact of
domination which I certainly don’t believe there was.

But

dealing with the veto power over the election of the Trustees

of the FAF certainly is one giant step toward that, and you
took that action in approving that action this morning.

The

fact that they have limited the financial contributions of

any single firm or contributors to $50,000, which is 1% of

the annual budget, certainly ought to indicate that there is
no financial domination taking place here.

I guess there was one area they did not touch on
simply because they felt--and I can’t speak for them, but I

assume they felt--that their present operating procedures
are so stringent that they couldn’t do much more about it, and

that’s the question of the revolving door policy.

They made

much of it in the hearings in the first day and the second

day, and, of course, there have been allegations that there
is control or dominance by virtue of the fact that somebody

leaves a CPA firm, serves on the Board and then goes back to
his firm.

But the FAF has adopted very stringent rules with

respect to that.

I don’t know how we could make them any

more stringent than they are.
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PANELIST SOMMER:

I don’t know either.

Senator

Metcalf spoke in the hearing of the revolving door between
the FASB and the SEC.

You got the impression that once a

week they load up a trainload in Washington of SEC people
and ship them up to the FASB and the train comes back with a
load of FASB people.

The fact of the matter is, of course,

there hasn’t been a single person who has gone from the SEC
up to the FASB or vice versa.

The FASB submission,

I think,

really gives greatest

comfort with regard to the independence of the FASB.

all could agree on something,

If you

that might create a problem.

But it is clear that the accounting profession speaks with
many voices on the issues that confront the FASB,

and if any

charge might more legitimately be made it would be that the

FASB hasn’t listened.
MODERATOR OLSON:

So they haven’t gotten a clear

PANELIST SOMMER:

They surely haven’t gotten a

message.

clear message.

FASB.

And that is documented very carefully by the

But sometimes facts are not listened to.
MODERATOR OLSON:

this,

if we can,

I would like to just turn from

because we are starting to run out of time.

We’ve already touched on the Commission and all its
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responsibilities with the preliminary report that has come

out of that Commission.

I know that you mentioned that

extensively in your opening comments, Al, but I guess I

would like to elaborate a little bit on that and hear what

you have to say about how those recommendations are abused
in Washington and what kind of impact they are likely to
have.

Ted,

do you want to lead off?

PANELIST BARREAUX:

I think they have had a very

positive impact in the sense that originally the representa
tives of the Commission on Auditors’

Responsibilities were

not going to be allowed to testify before the Metcalf

hearings on the ground that they were merely a tool of the
Institute.

As it turns out now,

the chairman of the Commis

sion will be testifying on June 6.

I think that there has

been enough discussion of exactly how that Commission was

created and what it did,

and the fact that there was con

siderable substance and debate over the controversial re
commendations they have made,

undertaking.

that it was not frivolous

I think a great deal of attention is being

given to those recommendations,

both in terms of the report

actually being read by members of the committee and the
staffs,

but also it has come in for considerable discussion

at the hearings themselves.

So I think the whole process is
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a very positive one and a good example of how the profession,
prior to Senator Metcalf becoming interested in the pro
fession,

initiated an action that was both timely and fairly

extensive,

on its own initiative,

the result of which was a

good work product that is going to be one which will bring a
significant change to the way the profession operates.
On balance,

I think it has had a very significant

and positive effect on the thinking of many of the legislators

and their staffs,

and I know that Elmer

and also the SEC,

Statts was very intrigued with it,
MODERATOR OLSON:

too.

I was impressed during the course

of the two days of hearings with transcripts that the members
of the Metcalf Subcommittee seemed to put a great deal of

store on both the two different reports,
Report and the FAF Structure Report.

same way,

the Commission’s

Did you see this the

Al ?

PANELIST SOMMER:
quite taken with this.

Yes, very much so.

They were

We obviously pointed out to them that

these were initiatives that developed within the profession
in response to what was discerned as a need.

To me,

one of

the most commendable and heartening things was the fact that

the accounting profession,
Auditors’

in responding to the Commission or

Responsibilities Report,

has done it very, very
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well.

The thing that I dreaded,

as we approached these

hearings, was that when that report would come out on March
31,

immediately there would be a chorus of "Nays,”

that the

accountants would pick out the one thing that was the least

acceptable to them individually and let their dissatisfaction

with that part of the report be known.
I was concerned that we would go to the hearings
confronted with a record with a lot of negativism on the part
of the profession with regard to some of the more extreme
proposals contained in the report.

That didn’t happen,

and

I was extremely pleased with that, because what was a very

commendable effort and a very commendable initiative by this
organization could easily have backfired if there had been

a chorus of ’’Noes.”

But most of the people I talked with

and most of the people I saw quoted indicated that they

thought this was something that deserved the serious attention
of the profession,

and they would give it to them.

MODERATOR OLSON:

Then where we are at this point

is that we have put a lot of chips on that particular report.
PANELIST SOMMER:

There are a lot of chips on it.

MODERATOR OLSON:

Whether we put it there or they

put our own chips there for us,

the fact remains they are

sitting there and we’ve got to do something with it.

So I
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guess that points up the importance of the discussions that

you will be having on some of these key recommendations that
come out of that report when you have your breakout sessions
tomorrow morning.
So I would urge you to examine those recommendations

in the light of the circumstances in which we now find our
selves, not that you should agree to recommendations that you
think are absolutely wrong but, at the same time, you can’t
ignore the present environment in which we are considering
those recommendations.

Moving away from that and on to the Federal Trade

Commission subpoena, but not the letter from the Justice

Department which was not a subpoena but a request for informa
tion which, if we don’t comply, would be followed very prompt

ly with a subpoena so it amounts to the same thing, how do
we plan to deal with that?

What do you think we should do

with that, Ted?
PANELIST BARREAUX:

I think we have to respond as

positively as possible in terms of being willing to provide

whatever information the FTC and the Justice Department want.
I think that the conspiratorial rumors that were flying
around Washington as a result of some of the accusations in

the Metcalf study are not provable, simply because
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they are wrong.

to tell,

I think that the profession has a good story

and the way to handle it is to respond to all their

requests in a timely and complete fashion.

Although there

is the danger that gray areas will be represented as black by

some,

I think that in the long run the profession has

nothing to hide and I am hopeful that the whole process will

not result in any significant litigation on the part of any
of the regulatory agencies or the Justice Department.

How

ever, there is always the danger, because you are dealing with
bureaucracy,that when a considerable amount of time is

devoted to an investigation,

those who conduct the investi

gation like to see something result from that.
As anyone who has ever had anything to do with any

enforcement program will tell you,
who like to bring cases.

it is inhabited by people

So I think you will undoubtedly

be confronted with some recommendations for legislative
action.

I am only hopeful that a full and fair examination

of the facts requested and analysis based on the information

requested by the FTC subpoena and the Justice Department

letter will lead to no significant litigation on the part of
the government.
MODERATOR OLSON:

You don’t think we will get

threatened with a suit on advertising?
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PANELIST BARREAUX:

Well,

I think you are going to

have a Supreme Court decision on that maybe before you get a
suit.

There is going to be considerable attention given to

concentration of clients within given industries,

such as

energy and steel and things of that sort that are of great
interest to regulatory agencies.

But Mike Perchock who has

taken over the Federal Trade Commission comes from a very

strong background of legislation as opposed to litigation,
and I can easily see the modus operandi of the Federal Trade
Commission changing from a request,

on his part,

for the

Justice Department to pursue litigation on their behalf to a

request,

on his part,

to the Congress for the law to change

based on information they have uncovered on existing systems

of doing business.
Probably the most significant danger the profession

faces is that even though a lot of things that are going on
now are quite permissible and quite legal, many people in

Washington will perceive them to be wrong and will attempt

to change the way the profession operates,

and you could get

some legislative pressure in terms of rotation,

concentration and in several other areas.

in terms of

I think it would

be pretty tough for something like that to pass,

but,

given

the present litigation stance of these agencies based on the
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information I think they are going to find, you are not going

to have major cases brought.

MODERATOR OLSON:

Al, I know that our General

Counsel is going to be working with us on the handling of the
subpoena and probably the response to the Justice Department.

Do you have any particular comments you would like to make?
PANELIST SOMMER:
with what Ted said.

No.

I think I agree pretty much

I think that in this kind of case, you

have to be co-operative with them and give them what they

want, and indicate an openness with regard to the inquiry.

MODERATOR OLSON:

You would not advise us to try to

quash the subpoena?
PANELIST SOMMER:

I don’t think I would.

I haven’t

gotten into it deeply, but with this kind of organization made

up of people with the responsibilities that you have, I just
don’t think that that is the course to follow.

I must con

fess, though, I really haven’t thought through all the impli

cations of it.

It seems to me likely that most of what they

have asked for is within the legitimate scope of an FTC inves

tigation these days.
widely .

Their powers have been expanded pretty

Whether there is anything that you particularly

would not want to put into their files, I don’t know.

But,

by and large, I think the better course is probably to say,
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’’Look, we play an honest game here and we are willing to

cooperate on it.”
MODERATOR OLSON:

Just to demonstrate that we

probably don’t have any great prospects of running out of new

initiatives which are going to occupy our attention,

there is

some proposed legislation to deal with auditing matters that

I guess has been drafted by the staff of the House Ways and
Means Committee.

anywhere,

but,

It is in its early stages and may not go

Ted,

do you want to give us a brief rundown

of what that’s all about and what we are going to do about

that?

PANELIST BARREAUX:

Congressman Vanik of Ohio has

recently left the chairmanship of the Oversight and Investi
gation Subcommittee for the IRS on the Ways and Means

Committee.

But before he left that post to take over a

different subcommittee chairmanship, he and his staff

drafted a piece of legislation which would radically change
the way auditors work with corporate clients.

grants whole new pieces of authority,

It basically

authoritative direction,

to the SEC in the auditing area and would establish a system
of audit committees that are more severe than even the SEC,
and their stock exchange proposed would significantly impair

the establishment of auditing standard-setting by the private
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sector and generally would make the audit process more of

a tool of government enforcement than one of providing
financial information to potential investors of the public
This legislation has been put in draft form.

at large.

has not yet been introduced.

conflict,

It

Due to a jurisdictional

it has gone to the House Interstate and Foreign

Commerce Committees,

and since it amends the

'34 Act,

it

is now before the Subcommittee on Consumer Protection and

Finance chaired by Congressman Eckhardt of Texas.

His staff

and the Washington staff of the Institute and the staff of
the SEC will be getting together at the end of the Metcalf

hearings to go over our various views on this proposed
legislation,
done with it:

and to decide at that point what should be
whether or not they are going to dismiss it

out of hand or whether or not they are going to introduce

it in a modified form or whether or not they are going to
introduce it as it is and hold hearings and then decide

what to do.

But it is a very significant bill that so far,

outside of the House Ways and Means Committee, has no
substantial supporters.

with it.

The SEC has considerable problems

So we are working on it and we are trying to

deal with this particular issue even before the bill is
formally introduced.
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MODERATOR OLSON:

Al, looking at it from the SEC

standpoint, I have heard some members of the staff of the SEC

say with respect to standard-setting that they felt that
they could make a better case for the SEC setting auditing
standards rather than setting accounting standards.

Do you

think that the SEC Commission, itself, forgetting about the

staff for the moment, is likely to move in that direction?
PANELIST SOMMER:

I don’t really think so.

a fair amount of input on that.

We have

You know the AUDSEC does not

exist in isolation and there is an ongoing communication

process.

I think from my observations AUDSEC has been re

sponsive to some of the concerns of the staff of the Commis

sion.

Whether or not the Commission will try to make explicit

what it means to be, at the present time anyway, I think most

of you are aware that the prevailing opinion among the staff
and I think among the commissioners is that the Commission

does have, in one way or another, some oversight responsibility

and power with regard to auditing standards.

That is not

accepted in the profession and certainly it is not

the statute.

Their role in the statute says the power over the
contents in the form of financial statements is filed with
the Commission.

Nonetheless, if the chips ever went down on
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a particular issue as to which the Commission felt very
strongly,

in one way or another,

they might very well try to

work their will with regard to the matter of auditing
standards.

There are a lot of ways in which they could do it

other than simply explicitly setting standards.

They could,

for instance, require certain information to be contained in

reports of auditors.

There are a lot of indirect means by

which they could accomplish the net result without raising

the question explicitly as to their power over auditing

standards,

as such.
At the moment,

I don’t know of any issue on which

it is likely a confrontation is going to exist.
stand it,

As I under

there are some disagreements outstanding.

But I

don't really see that the Commission is likely to make an

explicit,

aggressive effort to get acceptance for the idea

that they have broad power of broadening standards.

I don’t

know if that is responsive to your question.
MODERATOR OLSON:

I think it is important,

because

here we have some proposed legislation which clearly moves

in that direction.

The question is:

How would the SEC

react if that gathers any kind of momentum in Congress?

is why I think it is important to know what their general

attitude might be.

That
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PANELIST SOMMER:

Well, as you know, Wally,

conversations we had in years past,

from

the Commission was willing

to moderate its position with regard to the contents of the
Code on that issue.
MODERATOR OLSON:

together,

Well,

in trying to pull all of it

I gather from what the two of you have been saying

to us is that we are in a very fluid kind of situation,

that

we aren’t going to hit any particular point at which we can

sit back and say,

"Well, now, we have dealt with all of these

initiatives and pressures,

and we have dealt with them satis

factorily and we can now go on about our business without

worrying about the government looking over our shoulders any
further or being pressed to take on more and more responsi
bilities."

I gather that quite the reverse is true.
I ask for a summary statement from each of you as

to how you appraise the status at this point and what you see

down the road.
PANELIST SOMMER:

Don't believe everything you

hear about deregulation,

I suppose is the simplest summary.

You hear a lot about it.

I think it is easy to think that

there is going to be a broad-scale withdrawal of the govern

ment from its efforts to impact business and the business

environment.

I am a pessimist on that.

I think you may fine.
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a few gestures in that direction.

You may find some effort

on the part of some agencies like the SEC to experiment with
the substitution of competition for regulation.

But as far

as a significant reduction in the totality of government
regulation, I think that is a dream.

If anything, there are

signs on the horizon that would indicate an expansion of

government regulation and government intrusion into business
matters.
I think Wally is right.

I don’t think contentment

or a feeling of a final solution is going to be your lot or
my lot in the near term or even perhaps in the long term,

because there are powerful forces in society that are driving

corporations into the adoption of mechanisms for greater

responsiveness to the felt needs of the public.
a part of that process.

And you are

I am a member of the profession that

is being driven in the same fashion, perhaps a little bit

differently because of the historically different position of
the legal profession from the auditing profession.

But all

of us are involved in the process and being driven to re

consider our roles and to modify them in fashions that are
more compatible with what people in powerful positions in
Congress and elsewhere think are the desires and the needs of

the public for protection.
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I don't mean to sound pessimistic.

I think over

the long pull the accounting profession can maintain its

independence just as the legal profession can.

I think all

of us are going to continue to prosper reasonably well.

it’s not all gloom and doom by any means.

If anything,

So
it may

sort of tighten the flow of juices and make the whole thing

more interesting and challenging.
MODERATOR OLSON:

Ted,

Are you anticipating that you are going to have

(Laughter)

a lifetime project here?

(Laughter)

PANELIST BARREAUX:
MODERATOR OLSON:

I don’t know about that.
You're very young,

PANELIST BARREAUX:

the job.

are your juices flowing?

(Laughter)

I guess,

you realize.

I think I am aging rapidly in

as I indicated earlier, my

attitude is that the accounting profession has been dis

covered by official Washington in the sense that there is an
increasing and ongoing interest in the clients of the accounting
profession,

and some bright folks down there have discovered

that one way you can get a handle on the client is to go

through the accountant.

I think that there is going to be ar

ever-increasing series of legislative initiatives to get

changes made in the existing structure so that ultimately

you can affect the course of action on the part of the
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business community as a whole.
I think also that not all of this is going to be

I think you are going to be called upon to take

negative.

on additional responsibilities that you are going to find not
only acceptable but truly desirable in the public interest.
A good example of that would be this increased professional

interest in requiring certified financial statements for most

municipalities in issuing municipal securities.

I think the

profession is being looked to by the White House to help

develop legislative initiatives that will enable government
policy makers to have a better handle on the costs of health

care in this country.

Roscoe Egger and I and the members of the Federal

Government Executive Committee attended an all-morning
meeting at the White House just a little over a week ago,
we are now,

and

in Washington, participating in something we have

never done before,

and that is we have been asked to provide

some technical expertise to the President’s staff in the
formulation of legislation in the area of municipal securi
ties, health care, reorganization of the Federal (government.

A.

D.

Frazier, who is running the reorganization program for

Bert Lanz,

came in and made a presentation.

On top of all

that, we have been asked to provide technical expertise to
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government policy makers in the reorganization of the Federal

Election Laws.

In addition to that,

there are some other

Presidential Advisory Boards in which we are participating.

All of this allows us to participate in the evolutionary
process of government policy-making in the very embryonic
stage,

all the way through bill-signing ceremonies in the

Oval Office.

So I think that though a lot of the increased
activity is going to be viewed in a somewhat negative fashion

by members of the profession,

especially where your indepen

dence and daily operations will come under greater government
I think an awful lot of what the government is

scrutiny,

going to look to the profession for will be viewed by you to
be reasonable and in the public interest.

are going to be interesting days ahead.
optimistic.

If I weren’t,

I think that there

Also,

I am quite

I guess I wouldn't have taken this

job.

If it is any comfort to you about our ability to

survive,

I guess you should all be aware of the fact that my

mother did not raise any Kamikaze pilots.

(Laughter)

So I

continue to look forward to working with all of you in the
state societies.

I think we have a good battle ahead of us

and one that, within reasonable parameters, we can win.
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MODERATOR OLSON:
MR.

HARVEY OGELTREE,

MODERATOR OLSON:
MR.

On that positive note--

OGELTREE:

Wally.

Georgia:

Yes.

Before we close,

just one question.

With regard to the Federal Trade Commission,
are aware of it,

I am certain you

but in the event you may not be,

their power

from the Federal Trade Commission is also attacked from the
state level with regard to information.

I think this is

something we ought to be sure we coordinate through ourselves

so that we don’t do anything either way that will affect this
In Georgia, we have had an inquiry from the Federal Trade

Commission with regard to advertising,

as such.

In talking

with some of the other state groups, you may have similar
inquiries from some other states along these lines.
MODERATOR OLSON:

Yes,

you are quite right.

The

Federal Trade Commission investigation has many facets to it,
not the least of which is to examine the functioning of the

State Boards of Accountancy to see whether they are,
fact,

in

operating in a way that would restrict the number of

entrants into the profession and,

therefore,

degree of competition within the profession.

restrict the
So NASBA,

individual State Boards of Accountancy, will all be given

the glorious opportunity that we have of responding to many
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inquiries and requests for information.
I hope that we have shed some light this morning.
I am sorry that we have gone so long, but this was the time
that we were allotted.

We appreciate very much your close
Thank you.

attention and participation.

(Applause)

...Chairman Chetkovich resumed the chair...
CHAIRMAN CHETKOVICH:

Before you leave, we wish to

express our appreciation to the panel for their analysis of

the Washington scene and commend them for ending on a juicy
and an even up-beat note.

...Announcements,

after which the session was

adjourned at 1 o’clock p.m....
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TUESDAY MORNING SESSION
May 10,

1977

...The Council was called to order at 9 o’clock a.m.,

Chairman Chetkovich presiding...

CHAIRMAN CHETKOVICH:
attention,

please,

I would like to have your

for a rather important announcement.

...Announcement...

CHAIRMAN CHETKOVICH:

One of the nagging concerns

that any Chairman of the Institute has throughout his year
is not the most significant, but it has to do with whether

appropriate plans are being made for the following Annual
Meeting.

I have reason to be confident that this year’s

meeting in Cincinnati will be a pleasant and rewarding

experience for all of us,

and the man in charge of the

arrangements is here this morning to tell us about it.

is Oreson H.

This

Christensen of Cincinnati who is the Chairman

of the Annual Meeting Hospitality Committee.

This is an

onerous job at best and made doubly so in Mr.

Christensen’s

case just because he has the misfortune to be a partner of

the Chairman of the Institute.
from Chris.

From time to time,

I hear

He calls me about arrangements and asks for my

advice, and almost invariably,

your own judgment, but,

don't,

I will say to him,

"Chris,

use

by any means, make any mistakes.
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(Laughter and applause)

MR.

ORESON H.

Chairman,

CHRISTENSEN,

Thank you, Mike.

Meeting Hospitality Committee:

morning somewhat mixed emotions.
definition of mixed emotions,

1977 Annual

I have this

If you haven’t heard the

that's what parents have when

their teenage daughter comes home at 3 o'clock in the morning

with a Gideon Bible under her arm.

(Laughter)

Some years ago when I was asked to transfer from

Los Angeles to Cincinnati,

times,

"Why Cincinnati?"

a question was asked of me many
(Laughter)

I am sure that some of

you have asked that question since you have noticed that the

Annual Convention is in Cincinnati this year,

and in the

brief five minutes that have been allotted to me,

I had hoped

to answer that question partially.
From my own experience of moving to Cincinnati,

I

doubt that there is another city I could enjoy more than I
have Cincinnati.

Most of you,

and especially those of you

from the East and West Coast big league baseball cities, will

remember that Cincinnati is the home of the big Red machine

or possibly you might call it Paul Brown's football team.

I

can tell you that the Reds will not be at home during the
convention.

That has blessings,

too,

I guess,

because I can

also tell you that the Bengals will be playing their opening
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game on the Sunday afternoon that our convention begins,

they will be playing against Paul Brown’s former team,

and

the

Cleveland Browns.

Now,

if you haven’t seen a downtown city alive

recently, wait until you see 50,000 fans flowing out of that
stadium into the downtown Cincinnati area on Sunday afternoon.

In another context,

consider the report of our

Transit Authority just recently that the bus riders have

increased each month for the last forty-five consecutive
months.

If you like to take a walk after dinner,

for example,

to Fountain Square, which is only a couple blocks from where

you will be staying,
down after dinner,

you will not be alone whether you go

at 10 o’clock or after midnight.

What I

am trying to say is that I can assure you that Cincinnati’s

downtown is alive.
But there are other reasons why The Christian
Science Monitor recently called Cincinnati one of the ten

most livable cities in the country and The Saturday Review

ranks Cincinnati one of the top five cities in the country.
It is said to be too big to be a small town and two small to

be a big town,

but it is the best of both of them.

I would like to quote from one of our local news
papers in which the editor said recently,

’’Cincinnati is an
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ordinary city,

tidily kept and carefully thought through.

It

is a place where people wait for the walk light and where the

park board plants new flowers throughout the city three times
a year,

a place where tall downtown offices were prevented

because they would cast shadows on Fountain Square.
place where most cars still have hubcaps.”

It’s a

(Laughter)

Cincinnati is also a place where there are more

fine restaurants per capita than any other city in the

Lastly,

country.

I might add that it is the place where

Harry Flint’s Hustler magazine is banned from the newsstands.

(Laughter)

After many years of going west to many of our big
cities,

Cincinnati started about fifteen years ago on a re

building program.

They didn’t go in for it willy-nilly and

take on all new buildings.

They planned it to be built for

people and to be safe for people and to be enjoyed by people.
The city,
map,

itself,

in case you haven’t looked at the

is just on the big bend of the Ohio River.

The view

from my office is across the Ohio River into Kentucky.

you fly into Cincinnati, you will land in Kentucky,
this convention,

at least,

As

and for

you will be greeted by some

Kentucky CPA’s who came to our committee and asked if they
could have the opportunity to greet you.

This is typical of
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the friendliness and hospitality of the people in the Greater
Cincinnati area.
Another thing you will like about this convention

is that the activity is centered within the confined area of
just a few blocks from the convention center where most of

the activities will take place.

Three main hotels are all

just within a couple blocks of each other.

You have enough

rooms reserved in these three to serve a normal convention.
If you are late, you may have to stay in an outlying hotel

and we will provide transportation for you.

Covered skywalks in Cincinnati,

starting on the

west end of the convention center, will take you by the hotel
and by the principal shopping areas and will make this

a very

convenient and delightful and safe thing for you to use or
your spouse to use for shopping or just walking around.

I

think you will agree with me that Cincinnati is probably the

most convenient convention city in the country.
From the advance flyer that I understand has been
mailed to the Council,
ship yet,
which,

but maybe not to the general member

you are aware that the professional program is one

from a practical point of view,

you don't want to miss

I want to call your attention to something a little
different this year,

and that is the activity for your

144

spouses on a joint basis.

There will be occasions to be

The reception on Sunday evening is joint,

together.

Monday noon luncheon is joint with the wives,

the

and at that

luncheon we will have Neil Armstrong whom you may remember

as being the first man to walk on the moon,

Knous,

and Andrew

a professor at the University of Cincinnati, will be

our speaker.

In addition to the joint luncheon, we’ll have

a plenary session on Monday afternoon and another one on
Tuesday afternoon which will be very much enjoyed by your
spouses.

There will be the usual variety of optional tours
for your spouses,

and in September you can plan on beautiful

weather in Cincinnati.

I would like to remind the Council

that there is a Sunday trip that you will want to consider

seriously for yourself and your spouse,

and that’s the one

to the Lexington, Kentucky blue grass area where you will
view the horse farms and have a delightful lunch at Spindle
Top and yet get back in time to prepare for the reception
Sunday night.

One other special event is the private Pop

on Monday night.

Concert

This is by the world-famous Cincinnati

Symphony Orchestra and it is at the equally famous Cincinnati
Music Hall.

I would add that this place is within walking
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distance of your hotel.

One further comment on that.

On the

private Pop Concert, this is too big an undertaking financial

ly for the American Institute Ohio Society to undertake.

(Laughter)

Therefore, the members of the Ohio Society are

trying to get help from the state.

As a responsible Councilman, I know you plan to
attend, but I would like to urge two things: (1) Bring your
spouse.

She will enjoy this one.

(2) Tell your constituents

back home about this convention and what they are going to

miss if they don’t come.

I am sure that afterwards you will

be glad that you tried it and they will be glad that they
tried it, and you will go away not with the question, "Why
Cincinnati?”, but "Why not probably Cincinnati again?

And

the sooner the better.”

Thank you, and we will be looking for you.

(Applause)
CHAIRMAN CHETKOVICH:

Thank you very much, Cliff.

Be sure to get your reservations in early.

At least one

message came through rather clearly, and that is if you get
your kicks reading garbage material, you had better bring it

with you.

(Laughter)

Next we are going to have an Interim Report from
the Special Committee on Specialization.

Wilbur Stevens, who is known to all of us and who
has been active in many activities for quite a number of

years,

is Chairman of this Special Committee on Specialization.

His committee was appointed,

following consideration of the

Report of the Committee on Scope and Structure,

to do a

thorough analysis of all the issues involved in specializa

tion in the profession.

His group has worked long and hard

on a most difficult and controversial subject.
He is here to report to us on the status of his

committee’s deliberations,

and I can say with confidence that

the consideration of this issue is under good leadership.
Wilbur Stevens.

MR. WILBUR STEVENS,

Chairman,

Special Committee on

Ladies and gentlemen of the Council:

Specialization:

It is pleasant,

indeed,

to appear before this

Council meeting once again after serving some ten years as

a member of the Council.
spring,

At about this time of year each

it just seems that this is the place where a fellow

ought to be.

So,

ciation to you,

committee,

at the outset,

let me express my appre

both on my own behalf and for that of our

for the opportunity to present this status report

on the work of your Special Committee on Specialization.

We

seek your input concerning the direction we are beginning to
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take and we need your advice and we will appreciate your

counsel.
Three of the members of our committee are members

of the Council.

So I am sure they will not hesitate to

straighten me out if I wander too far away from the formal

action of the committee.
Sessions like this are included in the agendas of
Spring Meetings of Council for a variety of reasons.

This

particular session has the purpose of encouraging you to

provide your input for the consideration of this important

topic which makes up the charge of your Special Committee on
Specialization.

We need your help and we solicit your input.

You will recall that the Special Committee was
appointed in the late summer of 1975 when Phil Defliese asked
me if I would chair the committee.

He suggested that it

might take between two and three years for us to complete our
assignment.

I think he was right on target.

We hope to have

a program ready for your consideration in a formal fashion
at the Spring Meeting of Council next year.
You will also recall that one of the recommendations

of the Committee on Scope and Structure was that a new com

mittee be appointed to study the need for a program to
accredit members as specialists in the functional areas of
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practice.

But when our committee was formed,

there was a

complete divorcement from the Scope and Structure Committee
None of the

and from the Scope and Structure activity.

members of our committee served on Scope and Structure.

The

members of the committee were deliberately chosen for their

interest in the particular field.
primarily auditors,

Two of the members are

two are primarily tax practitioners,

two are primarily management consultants;

and there are two

general practitioners and two have extensive experience in
the ethics area.

These ten, with your chairman, make up

the committee.
Now,

in each of these functional classifications,

except for the general practitioners both of whom come from
local firms,

there is one of our members from a local firm

and the other from a Group C firm in each of the other func

tional areas of practice,

although there are only two repre

sentatives of the ’’Big Eight” firms.
Subcommittee please take note.)

(The staff of Metcalf’s

(Laughter)

Our charge is to study and to report to the Board
of Directors on the need for a program to evaluate and
accredit the competence of members as specialists in the

major area of public practice,

and the impact that such a

program might have on various elements within the profession,
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of the program in the event that any is determined.

first.

So it is clear that ours is a study group,
Our objective is to get the facts.

We do not intend to

develop a program by shooting an arrow into the wall and then

drawing a target around it.

We have interpreted our target

We acknowledge that there is a form of de facto

literally.

specialization within many public accounting firms present.
Our charge directs us to determine what need exists to

evaluate and accredit the competence of our members who prac
tice as specialists.

Why,

So that is our first objective.

then, should an evaluation and accreditation

program be considered?

If ever there is to be one,

its ob

jective must be to improve the quality of the service of our

members to their public,

to their clients through research

by the profession to determine what a competent practitioner
must study and what he must do to be recognized as a
specialist.
We are looking for lasting solutions; we are not
looking for easy answers,

and we are more than just a little

skeptical of those who appear to have all the answers before

they understand the problem.
times.

That makes it frustrating some

Sometimes we feel about as frustrated as a robin
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looking for worms in Astroturf.
are making some progress.

conclude,

(Laughter)

But we think we

Most importantly perhaps, we can

right at the outset,

that the Board meant what they

said when they said our charge was drafted to consider the

accreditation of members in practice.
The Board says,

"members” and that means CPA’s.

So we shall not entertain any proposal to consider accredi

tation for non-CPA employees of public accounting firms,

as

has been suggested in some quarters at other times.

Now,

just recently, we have been a little confused

by the proposal of the NASB Executive Committee to develop a
scheme of examinations in areas of MAS practice which would

be made available to all MAS practitioners who work in all
CPA firms whether or not they are members of the Institute
or whether or not they are CPA’s.

We have asked the Board

of Directors for clarification of our role in this area of

examining the competence of those who practice as specialists
in public accounting.

How have we been going about our assignment?

After

an organization meeting in New York in December of 1975, we
met in Phoenix in February of 1976,

and we took advantage of

that occasion to discuss some of the issues surrounding the

topic with some of the leaders of the Arizona Society.

In
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May of 1976,

we met with the Study Team on Professional

Specialization of the Illinois Society.

They have been

studying this issue before our committee was even appointed,

and we learned a lot from our visit with them.
Then in August,

last year, we invited two members

in industry and two in government employment,

one of whom was

with the GAO and another with the Defense Department,
with us when we met in Atlanta.
met in Tampa.

to meet

In December of last year, we

Our guests at that meeting were representatives

of the Florida Bar Association who have been conducting a

pilot project with limited specialization for the legal pro

fession,

and we also had as our guests some of the leaders of

the Florida Institute.
In February of this year, we met in San Francisco

with leaders of the California Society and with a group of

leaders of the California Bar.

As most of you know,

the

California Bar pioneered the concept of specialization in
the practice of law,

and we learned a lot from our visit with

these gentlemen.

Incidentally, we met with the President,

one of the

members of the Board of Governors and the head of their

Committee on Continuing Legal Education,

and it was a delight

ful group which took time from their busy schedules to share
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their views with us.

Then last month, we met in New York with the member;
of the Furtherance Committee of the New York State Society.

They have been studying this for about a year now.

There they

are concerned with the recognition of specialists and they

are on the threshold of developing a program which parallels
in some ways

but in other ways contains significant devia

tions from the kind of program we have been coming to

consider.
Along the way,

I made a presentation at the meeting

last November of the State Society Planning Conference.

February,

In

I spoke to the CPA State Executives Association

here in Phoenix,

and in March,

I made a presentation to the

Board of Directors of the California Society.
That is a rather long recital of where we have been

and those with whom we have been discussing these problems
in our assignment.

But I hope you will get the impression

that we really want your input; we really need your help.

are anxious to meet with you at meetings of your state
societies,

significant chapter meetings,

to discuss our

tentative program and to receive your suggestions for its
improvement.

The work of our committee divides rather nicely

We
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into two separate areas of concern.

determination of need,

First,

there is the

and then there is the development of

a program of implementation if the need is determined.

We

set up two separate task forces to consider these issues.

Our Task Force on Need has reached the conclusion that we
should have some additional evidence,

some empirical evidence

to present to the members of the Institute who might be
skeptical about whether or not there is a real need on the
part of the public for a program such as we envision.

Let me digress just long enough to say that although
several members of our own committee were highly skeptical at

the outset,

I think I can say fairly that we are now

unanimous.

We have a real conviction that there are sub

stantial and significant benefits which will flow to the

public and also to the profession, but primarily to the
public,

through a program by which our members who practice

as specialists in the functional areas of practice can be
accredited.

The Task Force on Need, which is chaired by Larry
Pickens of Texas,

proposed a public opinion survey to be

conducted among informed users of CPA services to document
this need.

The entire committee approved the program, but

the Board of Directors of the Institute did not see fit to
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requested funding at their meeting in March.
Now,

you heard something yesterday about other more

urgent demands on the Institute resources.
Nevertheless,

loser,

So we understand.

the committee learned how it feels to be a

like the fellow who was defeated,

although he ran

unopposed for public office (laughter) or like the girl who
puts her bra on backwards and it fits.

(Laughter)

There was reported in the April issue of The
Accounting Review an article by Larry Kristler of the Cleve
land State University.

In his study, he surveyed CPA firms

and a variety of user groups,

cial Analysts,

particularly Chartered Finan

the Financial Executive Institute and Robert
He received usable responses to a rather

Morris Associates.

comprehensive questionnaire from 151 CPA firms and from 29

of the other users.

Of particular interest to us were the

responses to this question:

’’Would it benefit the users of CPA services if CPA’s
were allowed to hold themselves out as specialists

in selected areas:

management,

that is,

taxation,

advisory services,

auditing,

assuming that they

have demonstrated competence in a specialized area

by passing an examination?"
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Among the users,

there was a financial analyst and the Finan

cial Executives Institute members and the members of the

Robert Morris Associates.

Among that group,

77% answered in

the affirmative.
In the weeks ahead,

the Task Force on Need will

continue to modify its position paper and to articulate a
rationale which will be defensible.

Now,

predicated.
public,

there are two bases upon which need is usually

The first is accessibility to the user,

to the

and that is the argument usually advanced to support

specialization or the accreditation of specialists in the
practice of medicine and the law--the need for the public to

find the practitioner.

Your committee doesn’t believe that

the accessibility problem is sufficiently compelling to

require a program of accreditation for specialists in the
accounting profession.

The other argument is improved competence and the
obvious-benefits that that would bring to the public.

Your

committee feels that improved competence would be encouraged
through an accreditation of specialists program and that that
would justify the development of such a program in the

accounting profession.
In recent months, we have come to recognize that
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It is possible that there

may be some modification of our traditional rules concerning
advertising.

cation.

We may at least have to consider some modifi

Yesterday, we learned of the FTC and the Justice

Department inquiries concerning this matter which has been
directed to the Institute.

This,

among other matters,

I am

sure Clay Austin will have something to say on tomorrow.

The concern of our committee is that a program by

which standards are established for the recognition of spec
ialists in practice should be carefully considered and ready
for implementation before our members start holding themselves

out to the public as specialists.

Let me digress again just long enough to report
that the members of the Bar with whom our committee has met,

both the lawyers in Florida and the lawyers in California,

have emphasized,

as strenuously as they could,

that a prac

titioner who holds himself out as a specialist will certainly

be held by the courts to a much higher standard of performance
than one who holds himself out as a general practitioner.
So if one is to hold himself up as a specialist, our member
needs some guidance on standards.

Well,

we learned early on that we will not be

able to articulate needs until we can say,

”A need for what?’
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We had to have some kind of a program.
another task force,

So we appointed

chaired by George Turnwals of Florida,

to develop a plan of implementation.
idea of how a program might work,

Without some kind of

none of us could respond

intelligently as to whether or not he favored a program.

So

the task force developed a tentative plan for implementation.
It may be changed.

It is almost certain to be modified when

the task force meets in Atlanta on May 25.

Let me touch on the high points of the proposed

program as it stands at this moment.

would be voluntary.

First,

the program

It would be open to AICPA members and

provide recognition to individual CPA’s at two levels.
a two-tiered system.

First,

It is

it would provide recognition of

those who would be self-designated in one of three general
categories:

accounting and auditing,

advisory services.

tax practice, management/

It also provides for the accreditation

as specialists, based on rather rigorous standards in certain

subcategories of these three general categories.

It provides

for rigorous examinations and bodies of knowledge which you

can get your arms around,

yet small enough that they can be

defined clearly and small enough so that they can be examined

properly.

Recognition would be for a five-year period with
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application for renewal required at the end of that period.

Point 2 is that all CPA’s who are not self-designated

or not accredited specialists would not be precluded from
practicing in the designated general categories or in the
accredited specialty areas.

Even CPA’s who are self-designated

or accredited specialists would not be limited to practice

within their designated category or within just their

accredited specialty.
The third point would be that the program would be

administered by a Board comprised of AICPA members in public

practice,

and in the accredited specialty areas,

it would be

by the Institute Board of Directors.
Now,

two elements:

requirements for self-designation comprise

one dealing with experience and one dealing

with continuing professional education.

For two years prior

to one’s initial application or for two years after he

received his certificate and his license to practice,

the

self-designated candidate would have to show that he has sub
stantial experience in the designated category.

And we are

talking about what substantial experience is and how that
should be defined.

Some of our members think that it might

be as high as 50% of his time.
Then there would be a requirement of 20 hours per
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year of continuing professional education courses in the

designated category,

20 hours per year or 40 hours in the

two years preceding his initial application for enrollment,
and then in the five-year period before renewal,

twelve and a half days.

100 hours or

You will notice that that is just

half of the annual requirement in those states which

typically have continuing mandatory educational requirements.
That is because many states do require that a part of their

continuing education requirements be fulfilled in courses in
accounting and auditing.

So it seemed to us appropriate to

require half of the time of the specialist to be in the area
of his specialty.
Now,

That is the self-designated area.

the requirements for accreditation,

the

regular accreditation in a specialty area, would require

successful completion of an examination,

a showing of experi

ence and the completion of continuing professional education

courses.

With regard to experience,

the candidate would show

that he had 200 hours at least in each year for a period of

two years prior to his initial accreditation,

year for the five years prior to renewal.

200 hours a

Two hundred hours

per year is the standard that we are thinking of.
be too high or it may be too low.

I suppose.

This may

There is no magic number,
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The New York Society is considering a level of
650 hours,

but they are thinking in terms of a much broader

specialty area: for example,

the whole tax practice area.

We are thinking in terms of a subspecialty.

So the actual

number certainly is going to be reconsidered and perhaps

modified as the committee continues its work.
With regard to continuing professional education

requirements in the specialty area,

the requirement is four

hours per year or eight hours in the two years immediately

preceding the initial application and 120 hours in the five-

year period prior to application for a renewal.
We tried to define what
be.

ly,

specialty area might

a

These are the subspecialty areas,

if you will.

Obvious

a specialty area would need to have a sufficient demand

to warrant a CPA’s additional effort to specialize,
tain a body of knowledge,

to sus

that would provide continuing

professional education courses,

At the outset of the program,

and a recurring examination.

the committee tentatively

envisions accreditation in areas like these within the three
general categories.

For accounting and auditing,

some of

the subspecialties might be computer auditing technology,

statistical sampling,
and the like.

SEC reporting,

Within the tax field,

non-profit organizations

subspecialties might be:
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taxation of individuals,

corporations,
36

estate,

subcharter corporations,

employee compensation and benefit programs,

gift and trust,

zations,

partnerships,

international tax,

tax exempt organi

tax accounting, and even perhaps come into the area

of state and local taxation as other subspecialty areas.

In

the management advisory services area, we are fortunate in
that the management advisory services audio knowledge study

has been completed,

and the subspecialties in those areas are

well defined and the bodies of knowledge are well established.

Others are executive planning,

finance and accounting,

tronic data processing operations,

elec

personnel, marketing and

management science.

I would just like to summarize then that the com

mittee has acted formally on four issues:
1.

If a need is determined to exist,

the program

should be limited to members of the Institute and to Certi
fied Public Accountants.

2.

The accreditation program for specialists

should apply to individuals and not to firms.

approach,

incidentally,

The firm

has been suggested by some of our

Canadian colleagues.
3.

If it comes,

the accreditation process should

be administered by the American Institute and should not
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become a responsibility of the regulatory process which, I

should add parenthetically, is effectively carried out in
the public interest by the several State Boards of Accountancy.

4.

If an accreditation program is developed, it

should be administered by a Board comprised of AICPA members

in public practice.
Now, in addition to these formal statements of the
committee’s positions, I think it is fair to say that the
committee has reached consensus on some other issues.

First, that the accreditation program should not

operate to deny any CPA the right to practice in any are of
practice whether or not it is an area in which others might
be accredited, except, of course, he would not be able to
hold out evidence of being accredited as a specialist in the

area.

Secondly, we do not believe it will ever be prac
tical to develop a program of specialties along industrial
line. We are told there are about four hundred separate

bodies of knowledge within industrial lines which seems to be

an unmanageable body of possibilities.

So, for the most

part, we are going to stay with the functional area.
Finally, a voluntary, two-tiered system providing

for self-designation or concentration in an area of practice,
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if you will,

as well as an accreditation program which is

based on rigorous standards,

examination and continuing

education for specialists in the subspecialties which will
serve the public and,

at the same time, provide standards

for the guidance of our members who choose to specialize.

Well, what is our timetable then?

Our task forces plan to have the revised drafts of
their position papers ready for review by the full committee
when we meet in July,

and later on in July we expect to pre

sent a revised report to the Board of Directors so that we
can present it for consideration by the members at the Annual

Meeting in Cincinnati in September.

We then plan on a very extensive exposure process

by which the committee will discuss the proposed program at
meetings of the several advisory groups, before state
societies,

chapters and before other groups who have an

interest in the proposal.

And I can say to you that each

of the members of the committee is anxious to undertake this

task and will be available at your call.
Undoubtedly,

this whole process is going to pro

duce some more modifications and they will have to be worked
into a revised proposal which will be presented to the Board

of Directors next spring.

Assuming there is clearance by
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the Board of Directors,

the Spring Council would be asked to

act formally on the program in May of 1978.

If it is

approved next May, we assume that the Board on Specialization
would be appointed,

policy procedures would be drafted and

work on developing and expanding the offerings in the con
tinuing professional education,

and so forth, would take on

from that point.

So the program could be implemented, perhaps on a

rapidly after its approval.

pilot basis,

Looking at my watch, Mike,

any time for questions.

I notice I haven’t left

But I would be glad to--

CHAIRMAN CHETKOVICH:

Will you be around for the

rest of the meeting?
MR.

questions.

BRAVERMAN:

I think we should have time for

I am a local practitioner.

I think I have pretty

good credentials to be a conciliatory voice among the local
practitioners in their relations with the larger firms.

I

can go so far as to say that some of my best friends are
among the fifteen.

I am rather appalled that you talked about

having studied the need for this by consulting with TEI,
Financial Analysts,

and the Robert Morris Associates.

I

have heard nothing about having had grass roots meetings with
the members.

I don’t know the statistics, but I’ll just take
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a guess that 80% of the AICPA members are local practitioners
who are general.

I am not opposed to specialization,

I think

in the very large firms which, by their very nature, need to

have personnel specialized.

We talked yesterday in many areas about the
appearance of things.

Among the bankers,

other personnel that we deal with,

even clients,

accreditation specialists with expertise.
to say that the accredited specialists,

wouldn’t be experts.

the credit granters,

Now,

they equate

that’s not

if not most of them,

But the equating I am talking about is

that if you are not an accredited specialist, you are not an

expert.

Fortunately,

I worked my way up to be on the Execu

tive Committee of the Tax Division.

So my peers must think I

have experience in the field of taxation.

But under the

standard of spending 50% of my time on tax matters,

I don’t.

So I wouldn’t qualify as an accredited specialist.

I think

to take an action like this and to convert professional
people into a group of subspecialists,

technicians,

is a

serious mistake for the profession and does a great dis

service to local practitioners.
I feel that the generalist in my firm, my partners

and other CPA staff people are able to have sufficient ex
perience to serve the needs of their clients without being
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specialists,

and I feel that many of the small local firms in

the outlying areas, who have perhaps less expertise than the

members of my firm, have sufficient competence in the areas
to serve the needs of their clients who may be the local
storekeepers or service people.

This whole thing seems to

be slanted quite contrary to what you said about having

selected an area and drawing a target around it.

I take

issue with your statement that the members of your committee

were unanimous in seeing the need.
the public need,

fession.

You haven’t talked about

the need of the practitioners in the pro

You talk about the TEI,

the Financial Analysts,

and

they are thinking in the same terms you are.
If you want to polarize the profession as to the
small practitioners versus the large firms,

your program.

then go ahead with

Senator Metcalf will have a lot of grist for

his mill.

I think you set out as the Tax Division
we set out and we asked,

did when

’’Is there a need for the tax practice?”

And they went out to the local areas and had local meetings
with all the practitioners in the area in roundtable discus

sions,

and they found out how they felt about it.

And I think

you should do that.

MR.

STEVENS:

Sol,

I appreciate your comments.

You
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may have come in late.
intends to do.

That is precisely what the committee

We haven’t met with the TEI.

We have met

only to date with representatives of the profession and with
representatives of the Bar.

We want desperately to get out

and communicate and receive views,
expressed,

similar to those you have

from your colleagues across the nation.

We des

perately need that input and we will welcome your comments
and those of all the other members of the Institute.

CHAIRMAN CHETKOVICH:

Thank you very much.

(Applause)

I did understand you to say, Wilbur,
be here for questions,

that you will

that you will be available for the

question-and-answer session tomorrow?
MR.

STEVENS:

Certainly.

CHAIRMAN CHETKOVICH:

You bet.

Next,

I am very pleased to

invite to the platform three special guests:

Horngren,

Charles T.

President of the American Accounting Association;

James Martin,

Association;

Jr., President of the CPA Society Executives
and Wilbur Stevens.

These gentlemen will parti

cipate in an interview session moderated by Stan Scott.
...Mr.

Stan Scott assumed the chair as moderator...

MODERATOR SCOTT:
Council:

Mr.

Chairman, members of the
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It has been a pleasant custom at these Spring

Council meetings to hear from the heads of three sister

organizations which are vitally important to the accounting

profession.

This year, we continue the approach that we have

adopted a few years ago of presenting our guests as members
of a panel rather than as individual speakers.

In that way,

we can direct questions to them for their response so as to

give us the benefit of their special perspective in connection
with certain professional matters.

I hope,

however,

that none of them will feel that

they are confined to responding only to the questions that

are addressed to them.

Gentlemen,

I hope you will feel free

to comment on any question that is raised or with regard to
other members of the panel.

On my far right, we have Charles T. Horngren,

President of the American Accounting Association.

Chuck is

familiar to many of us in connection with his many and varied

activities in the profession.

When he is not lending a great

deal of his time to those activities, he lends his consider

able talents to the AAA,

and he is the extremely effective

Edmund W. Littlefield Professor of Accounting at Stanford
University.

Next to Chuck,

in the middle,

is Wilbur Stevens
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who is accustomed to being in the middle.
has already been introduced to you,

Wilbur Stevens

but we welcome him to the

platform this morning in connection with his capacity as
President of the National Association of State Boards of

Accountancy.
Rounding out the panel is a distinguished southern

gentleman, Jim Martin,

Jr., who is Executive Director of the

Georgia State Society of CPA’s and who,

this year,

is

President of the CPA Society Executives Association--the SEA.

Thus,

you might recognize at this moment we have

two Presidents from Georgia,

one dealing with the problems

of our country, with which you might take issue,

and one

guiding the destinies of that group of very dedicated indi
viduals who contribute so very much to our profession.
Gentlemen,

this morning.

I welcome you to our panel discussion

(Applause)

I would like to start,

first, with a question

directed to Chuck Horngren:
All of us are very interested in professional
accounting education.

Could you tell us the current status

of the proposed standards for professional accounting
education which

have been or are currently being developed by

the AAA Committee on Accounting Education?

And could you
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tell us of any significant differences between this document
and the proposed standards being developed by the Institute’s

Board on Standards?
PANELIST HORNGREN:

Well,

first,

the American Accounting Association,

We are a collection of free spirits and,

(Laughter)

similarly,

I want everybody to know

full and complete authority to speak for myself

that I have

alone.

as President of

committees have full and complete authority to

speak for the committee and not for the membership.

The significant differences between the committee
report and the Board of Standards of the AICPA Report are

the following:
First of all,

there is a parallel between the AICPA

document and the AAA Committee Report in the sense that the
AAA Committee Report tries to follow the same general organi

zation.

However,

the AAA Committee Report talks about and

develops accreditation standards for four-year programs and
MBA programs in addition to the five-year program in pro
fessional accounting education.

Now,

they refer to the four-

year program in the MBA programs as programs with concentra

tions in accounting that should not be called professional

accounting programs,
quote now,

and they refer to them as,

and let me

’’Equipping beginning managers with comparative
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advantages in accounting activities.”

I am not sure what that

means in terms of its distinction from professional account
ing education,

but the committee does come out for a five-

year minimum education requirement for professional accounting

education.
They also are silent on autonomy:

that is,

the

autonomy of accounting faculties and professional accounting
schools.

They concentrate on the accreditation of accounting

programs--period, without exploring the problems of an econo

mist faculty.
They also place heavy emphasis on the fact that the

standards should be developed not independent of the American

Association of Collegiate Schools of Business body of know
ledge,

so that they force the cooperative effort with the

American Association of Collegiate Schools of Business.

as far as the faculty standards are concerned,
about certification,
centage,

And

they talk

and they do not denote a minimum per

such as the Report on Standards does:

that is,

that

60% of the accounting faculty should have the CPA certificate.

Instead they say,

and I don’t know the exact words,

that a good representation of certification should be there.

Furthermore,

they say that certification extends beyond the

CPA certificate to the TMA and the TIA certificate.
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In general,

then,

those are the biggest distinctions.
Just a little further,

MODERATOR SCOTT:

Chuck.

You touched a little bit on the fact that the AAA contemplates

the accreditation of four-year programsand MBA programs with
concentrations in accounting, but these programs would not

be accredited as

there,

professional.

Do you see any difficulty

or how would that impact or affect the five-year

programs specifically?
PANELIST HORNGREN:

Well,

I think,

I am speaking for myself and my perceptions,

and I trust that

No.

1 is this

is the Committee Report that will go into the accreditation
agency,

and whether this is the new accreditation agency that

accepts the AAA input depends upon how it evaluates the AAA

input and the AICPA input, both going into this body.

I

think that the five-year program is getting off the ground
and will flourish on certain campuses and not on other
campuses.

I think that accounting education will be better

because of such programs,

cessful they will be.

and only time will tell how suc

I think that to really be successful,

some large schools are going to have to get a quality pro

gram going and then other schools will follow.
I think,

furthermore,

be the ultimate decider:

that the marketplace will

that is,

if the profession comes
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and hires five-year graduates and does not hire four-year
graduates,

the four-year programs are going to shrivel.

if the profession comes and says,

’’Gentlemen,

But

I can get a

four-year graduate more cheaply than a five-year graduate;
don’t need the five-year graduate,”

I

then the five-year

programs aren’t going to flourish.
MODERATOR SCOTT:

you.

Wilbur Stevens, we will turn to

It is my understanding that a team from NASBA has been

conducting a review of the CPA examination.

Could you give

us some report on that project?
PANELIST STEVENS:

am sure all of you know,

I would be glad to,

in October of 1975,

Stan.

As I

the Board of

Directors of the Institute retained NASBA to conduct a

thorough review of the RPA examination,
year in January of 1976,

Board of Directors.

Florida.

and in the following

a review team was appointed by NASBA’s

It is chaired by Bob Ellyson from

He is here and he is a member of the Council.

are nine members on that review team.

There

Five of them are

active members currently serving on State Boards.
The review team was divided into two task forces.
one has concerned itself with the purpose,

of the examination,

scope and level

and the other has been concerned more

with administration and security of the examination.
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In addition to the work of the review team, which

I must say has been monumental,

thousands of hours have been

put in voluntarily on the part of these members of the team.

The team also retained an outside consultant in educational
testing and measurement to help guide them in some of the

more difficult problems of testing.
The report is largely completed.

It has been

drafted, but it has not yet been approved by the review team.

Bob,

correct me if I am wrong on any of this.

been approved by the review team,

When it has

it will go through the

usual client/management review process that our other reports
After it has cleared that

go through with our clients.

hurdle,

it will be released to the Institute Board and to the

Board of Directors of NASBA.

I have no doubt that in this

environment it will find its way into the public domain

shortly thereafter.
MODERATOR SCOTT:

One other project that NASBA is

sponsoring deals with a ’’Critique Program” to enable unsuccess

ful candidates to review their papers and to be of somewhat
assistance in their re-examination.

Could you tell us about

this program?

PANELIST STEVENS:
to tell you about that.

I am glad to have an opportunity

This,

I think,

is a real public
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service program by the accounting profession to the State

Boards of Accountancy.

To my knowledge,

this is the only

profession in our country that has developed a program to

assist unsuccessful candidates in examination to improve
their performance in subsequent examination.

The Florida

Board of Accountancy developed this program back in 19

and it was very successful in Florida.

,

Then the word got

around and other states started hearing about it.
There was the risk of a proliferation of uncoordi

nated programs.

So the Florida Board generously turned over

to the National Association of State Boards its outline of

their program.

Basically,

the program consists of providing

the unsuccessful candidate with a copy of his examination
paper and a grading tape,

and he receives a copy of the

Institute's booklet containing the questions and unofficial
answers to the examination questions.

He then can attend a

seminar at which,

the same amount of

at the present time,

time is spent at the seminar on each individual section of
the examination that the candidate spent in writing the

examination.

At that seminar,

a qualified instructor, most

of whom are involved in CPA preparation programs,

can review

his paper and he can get the benefit of a critique from the

professor, with the expectation that the really serious

176

candidate will have a better opportunity to achieve in suc

ceeding in a second attempt.
Now,

the first time it was given under NASBA’s

sponsorship in cooperation with several State Boards of

Accountancy,

there were fifteen Boards participating.

2,300

candidates responded to the invitation to participate.

represented 5,700 papers,

and this was last August.

They

The

reviews were conducted at 22 locations and there were 110

half-day sessions conducted by 70 instructors.
very rapidly and was very popular.

At our April program,

number of our locations had increased to 25.

half of the states,
In April,

It caught on

the

We now have

if you don’t count the other jurisdictions.

the program was put on in 30 locations for some

thing over 2,400 candidates and 4,800 papers were reviewed

for their benefit.

It is our expectation that the fall

program this year will be expanded dramatically,

and we

expect to have most of the states partici
pating in this program

within the course of another year or so.

Again,

I would like to emphasize that we are

particularly proud of this program of the National Associa
tion of State Boards.

I think it really demonstrates the

concern of the profession to help its candidates be successful

and open the doors to our profession rather than keep them
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tightly closed as some of our critics many times have

suggested.
MODERATOR SCOTT:

started?

Did you mention when it was

Was it a year ago?

PANELIST STEVENS:

Yes,

under NASBA sponsorship.

There have now been two programs.
MODERATOR SCOTT:

You said that some of the states

started prior to that.
PANELIST STEVENS:

limited program,

examination.

Just Florida.

a one-day program,

Oregon had a

covering the entire

This is much more an in-depth program.

The

instructors are provided with an instructor's guide that is
several inches thick,

problem,

covering a thorough discussion of the

the elements comprising the proper solutions,

it is very helpful.

and

We hope to see real improvement in the

examination performances as a result of this.
MODERATOR SCOTT:

It sounds like a movement is

taking place.
Jim,

you,

I hope you don’t think we have been ignoring

but now you will have your chance.

Is there a parti

cular problem that the state societies seem to foresee as a
troublesome area?
PANELIST MARTIN:

I think obtaining members’

views
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in critical issues is the most difficult problem that we
face.

It seems to me that in areas of specialization or

advertisement, we really don’t know how the members feel.

think the societies,

I

as well as the organized specialists,

give us a golden opportunity to come up with methods and ways

It seems to me that we are

in which we might get input.

always telling rather than asking,

tors

and I feel,

as communica

which I hope the executives are, we are just not ever

in tune with reality.

In other words, we are always on the

defense.

Perhaps if the state societies had come up with
some ways that would be better in getting the members’

input,

we would be in a better position today.
MODERATOR SCOTT:

One other point,

Jim.

The

societies are about ready to embark on a national public
relations program in collaboration with the AICPA.

Could you

give us some information about this endeavor and describe
for us the role that you see the state societies must play in

this ?

PANELIST MARTIN:

relations.

Well,

That’s paramount.

perhaps No.

The Institute seems to have

a two-day program in mid-July in Chicago,
hope,

1 is public

at which time I

although I have not gotten the outline of the program,
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this will cover the areas that the state societies are now

participating in through the efforts of the Institute,

and I

hope that it will remove the idea that some states are

practicing,

to speak.

including Georgia,

going out on their own,

We have an institutional type of program.

so

It

seems to me that this is a waste of time and talent for the
various states that have to go out on their own.

So I am

very hopeful that this national program will include the

P.R.

chairmen from the various states,

and I hope that the

Executive Directors and perhaps the presidents of the societies

will be invited.

Once this program is presented,
in getting the states to participate.
buy parts of it,

the SEA can assist

They may just want to

but at least perhaps we can get in the

direction of a unified program rather than individual states

going on their own.
MODERATOR SCOTT:

Thank you,

Jim.

We return now to Chuck Horngren.

The AAA and the

Institute have formed a joint task force to plan the struc

ture for an accreditation vehicle.

I expect that Herb Miller

will make a report on one aspect of that tomorrow in connec

tion with his report, but I wonder if you could tell us how
the AAA views this project and what kind of structure will
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emerge.

PANELIST HORNGREN:

This is a six-person task force

with three representatives of the AICPA and three represen

tatives of the American Accounting Association,

to set up the accreditation body.

and they are

The question becomes one

of how many representatives of various organizations should

And I think it is fair to

be on that accreditation body.

say that just as practitioners and assistant practitioners

don’t want to be dominated by others setting accounting or

auditing standards,

educators don’t want to be dominated by

others in setting standards for their accounting programs.
As you might expect,

the members of the American

Accounting Association hope to get as big a fraction of that
accreditation body as they can achieve.

Beyond that, we will

have to wait and see what develops.
MODERATOR SCOTT:

Jim,

I understand there are some

fundamental changes being planned for the State Society
Planning Conference that is coming up in November,

I believe.

Could you tell us about some of these changes and what you
think is the most significant activity projected for the

SEA throughout the next year?
PANELIST MARTIN:

I feel that the State Society

Executives have input they can offer to the Planning
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Conference.

If we haven’t learned by now, those of us who

have been around for awhile, something is wrong.
know.

We should

And this opportunity that the Institute has offered

this year is on the second day of the program and we will
have input both from the executives as well as the state
society committees.

The SSR Committee, and there are several in this
room on the committee, is, as you know, one that works with

the Institute and the societies.
So with that, the executives do hope to have some

part on that program which I hope will make it a more mean
ingful program.
MODERATOR SCOTT:

What projects do you envision

for the SEA for the rest of the year?
PANELIST MARTIN:

Well, right now, we have in the

planning stage an operations manual that is being developed

by input from each of the societies.

We have computerized

that, and I hope it will suffice to assist those states
where they have employed new directors to see what the
activity of an entire society is, the responsibilities of

the committees, the staff, and also the staff book, and
also to assist those states that presently do not have an

operating manual.

We get numerous requests from other state
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societies for information about this or that,

and we hope

that this retrieval system can perform through the computer

which will enable us all to have a better handle on what we
So we are working on that,

are doing.

possibility.

and that is a big

And one which is very exciting to us is a P.O.

Review Program.

We talked to Willis Willard,

a Councilman

who just retired from the Pennsylvania Institute,

and the

New York Society has agreed to head this on the basis of a

peer review.

And I hope other state societies can engage

Willis to come in and have a look at their operation.

So we

are very excited about that program.
Then we are working on a policy of interdependence

for ourselves and all SEA,

as to how we might have more of a

purpose and also how we might be able to carry out the

activities of the Institute in a more open fashion.

We have

some pretty big projections and I hope they are not so farreaching that we can’t come to conclusions on them sometime.
MODERATOR SCOTT:

You mentioned the new program.

I hadn’t heard of that before.
just a little bit?

Can you elaborate on that

Do I understand that you are talking

about the review of state society officers?

PANELIST MARTIN:

this room know Willard,

Right.

I am sure many of you in

and I think he probably has the
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longest record of executive directors of the CPA’s societies.
He has a tremendous organization in Pennsylvania.

We felt

that his input will assist us to go through the entire opera

tion of a society with the job description,

and so on,

and

the breakdown of the committees as to how they work with

other societies.

We are very excited about this.

We have a

group called the American Society of Association Executives,
and they have a perfect type situation.

But we don’t feel

that that would correspond to the societies since we are all
doing basically the same thing.

MODERATOR SCOTT:

Wilbur, although the State Boards

of Accountancy did not seem to get a great deal of attention

in the Metcalf Report or the Moss Report,

they certainly are

identified as one of the prime subjects of investigation of
the profession that has been initiated by the FTC.

Could you

tell us how you view that development and whether you think
there will be any major changes forthcoming in either the

licensing process generally or the issuance and enforcement
of ethical standards by the State Boards of Accountancy?

PANELIST STEVENS:
question.

That’s sort of a two-pronged

Let me take the observation first.
The Metcalf Subcommittee missed about as far as it

could with the suggestion that the National was dominated by

__________________________________________________________________________________
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the Institute as it did when it suggested that the promulga

tion of accounting principles were promulgated by the "Big
Eight” accounting firms.

The Board of Directors of NASBA

authorized me to correspond with the committee.

I wrote to

the chairman on March 7 and, not having received a response

by April 20, we sent him a telegram, and I also sent a tele
gram to Senator Ribicoff,

the parent committee.

A week later

still not having received a response, we sent all copies to

the other members of the Ribicoff Committee.

We then got a

response from Senator Metcalf who apologized for being busy
with other urgent matters,

and advised us that they would be

glad to receive any input whatever the State Boards cared to

make.
He also told us that June 2nd was the last day in

which the subcommittee could receive written submissions.
In his letter there is a sentence which I think is important.

It says:

”We are aware of the important role of the State

Accountancy Boards in assuring that the accounting profession
will be more responsive to public needs.”

And he went on to

say that copies of the full report would be sent to each of
the State Boards of Accountancy,

first corresponded with him.

as we had requested when we

We expect several State Boards

to respond to the subcommittee.

We expect they will
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supplement their record and we hope they don’t get so dramatic

as not to benefit a positive response.

But we do think that

the record will be supplemented and include references to
the vital role played by the State Board of Accountancy in

the regulation of the profession.
I think it is fair to say that the State Boards
generally view this whole process as an opportunity for

introspection and self-appraisal.

At least now we know how

some of our public out there views the whole regulatory
process,

and I have to say that how the process by the

accounting profession is regulated is perhaps best kept

secret.

The Boards have demonstrated their capability to

deal with the issues.

I think now it is up to the State

Boards to demonstrate their capabilities to cope with the
changing environment and increasing demands being placed upon

them.
I am reminded that Bert Lanz, who is Director of
the Office of Management and Budget under President Carter,

when he first went to Washington before the adminis

tration was formally inaugurated in January, had a press
conference at the National Press Club and a reporter asked

him what his political philosophy was.
already know this.

And I think Jim may

But he said that his political philosophy
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was derived from an old farmer in the back hills in Georgia

who had often said,

”If it ain’t broke,

Mr. Lanz went on to say,

(Laughter)

don’t fix it.”

"I think we have been

trying to fix a lot of things in Washington in recent years
that ain’t never been broke.”

(Laughter)

That may apply to the regulation of the accounting

profession.

As I am sure all of you know who have read the news
releases about the FTC investigation,

they also referred to

the fact that that investigation is directed to both State

Boards and to private organizations within the accounting
profession.

Generally,

the FTC says that it is interested

in the process by which entrance is gained to the accounting
profession and to rules which they might find to be anti

competitive in nature.

The investigation was originally

expected to be based in the Chicago office and,
know,

as far as I

it still is.

The first news release was given by Mrs.

Smith who

was the Acting Head of the Consumer Affairs Division of the
FTC.

She made the observation that the services of qualified.

accountants were beyond the reach of the average consumer in
this day of complicated tax returns.

So see how little they

understand about the licensing process.

That’s not the role
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of the State Boards of Accountancy,

as such.

Surely we will

have an opportunity to point that out.

There is another aspect that they expect to look
into,

and that is the effect of the minimum educational

requirements,
residency,

the restrictions concerning age,

character and

and citizenship.

The Institute has encouraged,
Legislation Committee,

through the State

states to clean up their accountancy

laws down through the years.

I don’t look for any substantive

changes in the licensing process.

The CPA examination is

clearly way out in front and is among the very best in this

nation,

probably the very best in the nation.

The other requirements for entrance into the
practice are matters of law and they are subject to the

legislative process and not subject to the whims of some
I just don’t think that the FTC

capricious Board member.
can take on legislation.

MODERATOR SCOTT:

Let’s get back to you,

Chuck.

What are some of the ways in which the practicing profession

can be of assistance to educators in meeting the faculty

standards that are being proposed by both the AAA and the

Institute:

for example,

the proposed requirement that

faculty be more heavily involved in various types of research,
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professional accounting experience and continuing education?

PANELIST HORNGREN:

the American Institute

Well,

and the accounting firms have been very consistently helpful,
without being domineering,

in this regard,

accounting educators are grateful,

continued help and more help.

and I think the

and I would hope for

Obviously that would be in

order if you wanted a greater thrust on this kind of criteria

for the accounting faculty.

For example,

academic intern

ships, more openness with respect to conducting research,
all of these things would be welcome.
But I think, by and large,

the profession can hold

its head high in terms of being cooperative,

to help.

eager, willing

So I am not overly concerned about this.
I do think,

though,

particularly when you consider

the shortage of qualified accounting consultants in this

country,

and the shortage seems to get worse every year,

that

this movement from practice into education as well as from
education into practice is something that deserves more of an
emphasis.

Some firms are pushing in this direction and I

think this is a welcome development.
During the coffee break,

I saw Phil Defliese and

I asked him what he was going to do in September and he said,
”I’m trying to decide whether I’m going to teach at Columbia
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or N.Y.U."
C.U.

And I thought that really he ought not to teach at

or N.Y.U.,

but at Cochise Villa.

(Laughter)

That

really would help the accounting education considerably.
(Laughter)

MODERATOR SCOTT:

Jim,

the SEA is on record as

favoring increased cooperation among state societies.

In

which types of activities do you feel you have made the most
progress?

And are there any other activities that you feel

would benefit from this increased cooperation among the

societies ?
PANELIST MARTIN:

I feel that the key-man network

system that the societies have established in working with
the Washington office of AICPA is one that is nearly 100%
complete,

and I think it’s got a tremendous potential,

because I am still convinced that in order to work with the

members of the Metcalf Committee or with other committees
that would be interested in this profession,

it is going to

take some down-home getting together with those politicians
to get some results.

So I feel very comfortable with that

program.

I believe that we have achieved a great deal by

having that national network program.

I think also that the contributions offered by the
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state societies in the Presidential campaign efforts

A lot of the states,

were good

in fact, well over the majority, had

tremendous input from volunteers who were all CPA’s giving
their time and talents in their states.

I feel that probably

one of the most pressing problems that is before the state

societies is whether we can assist and work with each other

toward how the FTC is looking at us and whatever that might
result in,

because there is not any input that I know of

which is coming from the AICPA at this time.
early,

Maybe it’s too

but I think that the state societies could well band

together to assist each other so that if Illinois is being
looked at,

that input can be generated to other societies

so that we won't be caught cold in the having to ’’reinvent
the wheel” act.
MODERATOR SCOTT:

Wilbur, we have had some dis

cussions this morning with regard to the schools and programs
of professional accounting.

Does NASBA have a position on

schools and programs of professional accounting?

PANELIST STEVENS:
know,

Yes,

they do,

Stan.

As you may

at the Annual Meeting of the National Association of

State Boards of Accountancy last October,

the membership--

and the membership of NASBA only has 54 members,

because they

are the State Boards of Accountancy--adopted a resolution
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There were 49 Boards there.

unanimously.

It is a short

resolution and I would like to read the concluding paragraph
of it:

’’The public interest requires,
mandates,

in fact it

that strong professional programs be available

and maintained at large colleges and universities
throughout the United States and to provide further
assurance that candidates are adequately prepared to

enter the field of public accountancy.
’’The National Association of State Boards,

therefore, urges the expansion and strengthening of

programs of professional accounting education and
recommends the establishment of schools of professional

accounting.”
So that is the position of NASBA.

As you know,

NASBA was one of the four organizations that asked to provide
members to the Board on Standards for Schools and Programs.

I happen further to be one of the NASBA representatives on
it along with the Institute, AAA, American School of Colleges
and Schools of Business.

NASBA has some concern with the latest draft of
the Boards’

Report because the State Boards of Accountancy

have perhaps a more narrow view.

They are concerned with the
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standards for the education of those who will become CPA's
who will become licensed, practicing public accountants in

And I am sure we will hear more about this

several states.

tomorrow from Herb Miller,

MODERATOR SCOTT:

so I won’t get into this any further.
Could you give us a brief report

on the status report on mandatory continuing education?

PANELIST STEVENS:
last December.

Pennsylvania adopted its statute

There were 23 states and Georgia makes 24.

Georgia seems to be up front in everything nowadays.

So

there are 24 states now that do require continuing profes
sional education.

I don’t know how the regulations are

going to come out of Georgia,

obviously, but with regard to

the other 23 states, basically the State Boards are adopting

the recommended policies with regard to continuing educational

programs that have been recommended by the National Association
of State Boards of Accountancy,

and those standards,

inciden

tally are very closely parallel to those recommended by the
Institute, with just a couple of minor differences.
MODERATOR SCOTT:

Chuck,

the most recent supply and

demand data that the Institute has gathered on graduates in

dicate

a continuing increase in the supply of accounting

graduates without a corresponding increase in the demands.

Could you give us your views on this phenomenon and comment
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on the impact this may have on accounting schools,

teachers

of accounting schools and the profession itself?
PANELIST HORNGREN:

Well,

I think that a balancing

of supply and demand eventually ensues so that more and more

accounting graduatesare turned out and they start scrambling
for jobs that aren’t there,

and then fewer and fewer account

ing students will get in the pipeline.

itself is tough.

handle that,

It’s tough on the students.

of course,

mission to programs.

flunk out more people.

One way to

is to evaluate the criteria for ad

Also,

a much less efficient way is to

I think both of those things are

happening to us as a country.
understandable

But that imbalance

It is interesting,

but it is

that with this tremendous supply of students,

the ability to get well-qualified faculty to teach them is

getting harder and harder.

So it is tough on both the

accounting faculty recruitment and on the students in finding
good jobs.
MODERATOR SCOTT:

schedule, Mike.

I see that we are about back on

That’s the trouble with having an articulate

group such as this.

Gentlemen, we don’t have enough time to answer all
the questions.

So I don’t think we will take the time for it.

I would like to personally thank each one of the panelists
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for their participation in the program this morning.

It has

been highly enlightening for me and I hope it has been en
lightening to the other members.

These gentlemen,

be around and if you have any questions for them,

self of their presence while they are here.
much.

too, will

avail your

Thank you very

(Applause)
...Chairman Chetkovich resumed the chair...

CHAIRMAN CHETKOVICH:

I would like to add my thanks

to those of Stan’s to this panel for what has been a very

wide-ranging and informative discussion.

We have delayed coffee this morning.

Instead of

having it at ten-thirty, which would be about now, we are
going to delay it for half an hour.

As I explained yesterday,

we planned to have breakout sessions to discuss the tentative
conclusions of the Commission on Auditors’

Responsibilities.

In order to provide the necessary space, we are going to have

to use this room and make some adjustments therein.
So we thought it would be best, while we are all
gathered together,

to receive the introductory report of

Sam Derieux, who is Chairman of the Special Committee to

Report to the Board of Directors on the AICPA's Actions

Relating to the Commission’s Tentative Conclusions.

And

after Sam's report, we will break for a coffee session while
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the room is being rearranged and go into our discussion

groups.
As I mentioned yesterday, your assignment for the
breakout session is supposed to be on the reverse side of

your badge.

If,

for no reason,

no assignment has been made,

then attend the session in the ballroom.
It has been said that old chairmen never die:

just fade away.

If that is a generality,

not apply to Sam Derieux.

they

it certainly does

Perhaps it is because he is not

yet old enough to consider fading away,

be inclined to let him do it.

and we don’t seem to

He’s doing fine.

In any event,

we are extremely fortunate to have had a man of Sam’s very

considerable talents prepared to continue his dedicated work
for the profession by agreeing to accept difficult and chal
lenging assignments.

This is now Sam’s second assignment.

As you know,

he took the lead role in the establishment of our Quality
Control Review Program.

The profession has been waiting with some anti
cipation for the Report of the Commission.
their conclusions,

Now that we have

it is important that these conclusions

receive our very careful consideration and appropriate
response.

Sam's special committee, which is taking the lead

196
role in this,

is made up of the chairman or a representative

of our senior committees.
I will now turn this section of the meeting over to
Sam so he can tell you about the task which is before all of

us.

Sam-MR.

SAM DERIEUX:

Thank you,

Mike.

Fellow members

of Council:

First,

just a little background on the Commission

and its responsibilities.

The idea for the establishment of this Commission
grew out of a meeting which was held just prior to the AICPA

1973 Annual Meeting in Atlanta.

There was a special meeting

called for some of the leaders of our profession,
had top jobs in various firms of all sizes.

meeting,

those who

Out of this

there came a suggestion that we should appoint a

group to take a look at the responsibilities of auditors and
to study what those responsibilities are, what they are
thought to be and what they should be.

The climate in which we practice our profession has
intensified since that time.

At that point, we realized that

questions were being raised from many different quarters

about the work which we do and how we go about doing it.

So we recognized that there was something that ought to be
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done,

even though we might not have known exactly what it

was.
It reminds me a little bit of my daughter whose

graduation from college on Sunday kept me from being here

until a little late yesterday.
college,

During her freshman year at

she came home and said she thought she would like

to transfer to another college.

I thought that the reason

might be that she was already in a small girls’

college and

the university which she wanted to transfer to was co-ed.
I asked her,

"Well,

’’Why do you want to transfer?”

And she said,

Salem College," which was the college she was in,

"doesn’t offer the courses I want to take."

legitimate to me and so I asked,
take?"

So

She said,

"I don’t know."

This sounded

"What courses do you want to

(Laughter)

We were sort of in that posture of knowing that

something needed to be done differently, but not knowing
exactly what it was.

realized that,
study.

So we considered this Commission.

first of all,

it had to be an independent

If it was simply a study of us by ourselves,

not serve the purpose.

We

it would

This meant that it couldn’t be stacked

in our favor.

So when the Commission was appointed,
seven members,

there were

three of whom were drawn from CPA firms,

four
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of whom were from other parts of our society,

our economic

structure.

We also realized that it was important that the

AICPA adopt a posture of non-interference with the Commission,
that we should support it,

supply it with staff, make sure

it had the facilities to do its job,

but that we could not

interfere in the exercise of its responsibilities.

meant,

as was pointed out in this report,

That

that we agreed that

whatever they decided, we would see that it was published
and circulated.

of course,

We recognized that in doing this,

an element of risk.

the Commission finished its job,

there was,

We realized also that when

our job would begin in that

we would have to take action on implementing its recommenda

tions or least to address ourselves to the problems which
would be identified by this Commission.
The Institute did carry out its end of the bargain.

It gave the Commission free reins, provided it with staff, and
now we have the Commission’s Report of Tentative Conclusions

which came out just a few weeks ago.

So now,
response,

as a profession, we must respond.

in my opinion,

and in the opinion of those who were

here on the panel yesterday,
and not a negative one.

That

must be a positive response

I don’t mean to imply by that that
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we have to adopt everything that the Commission has recommenced

in exactly the form that the Commission has recommended it.
But we must address ourselves to the problems that they have

identified and do so in a positive way.

Now,

as members of the Council, you can be very

helpful to us this morning.

You can be a sounding board for

the committee which has been appointed to determine how we

Our committee,

could go about responding.

that Mike just described to you,

though,

the one

is not going to look into

all of the technical aspects of each of these recommendations.
Our job and our assignment is to make recommendations to the

Board of Directors.

To give direction to our response,
respond to these issues?

them,

Most of them,

are auditing related,

how should we

obviously,

or all of

so some of them will be handled

by the Auditing Standards Executive Committee.

Others are

major policy decisions even though they are in the auditing

standards area which,

perhaps,

should be acted upon by the

Board of Directors.
So our job is to recommend to the Board of Directors

a means by which we will respond to the Report of Tentative
Conclusions.

At our first meeting, we decided that the Institute
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should not make a formal presentation at the open meeting
which is going to be held by the Commission on Auditors’
Responsibilities in June.

The reason for this is that the

report is entitled "Tentative Conclusions” and we believe that

our posture of non-interference should continue until such
time as the Commission has completed and makes it recom

mendations final.
Members of the Institute may respond,

respond,

firms may

groups may respond, but we thought it was inappro

priate for the Institute,

as an organization,

to veer from

this policy of non-interference.

So today, we ask you,

in these breakout sessions,

to give us your views and your reactions to certain of the
major recommendations contained in this report.

We have six

which we have identified and which we would like for each of
the groups to discuss and to talk about.

This,

of course,

doesn't mean that these are the only ones which are important.

They are all important.

But the six which we have identi

fied are those on which we would like to get your feedback
and your response to.

So I will talk just briefly about those six.

first one is "Recommendation--Revise Auditors’

Report.”

The

I

assume that each member of Council has had sufficient time
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now to have read this report in its entirety at least once

and digested it.

But in the event that there is someone out

there who has not,

I will go through these rather hurriedly.

A revision of the Auditors’

suggested many times over the years.
sion would expand it.

Report has been

This particular revi

The recommendation is that there would

be a number of paragraphs,

some of which, but not necessarily

all of which, would appear over the auditor’s signature when

his name is associated in a special opinion.

An example of

the several paragraphs is given on pages 77 and 78 of the
report.

The first paragraph in the example is a description
of the financial statements and an attribution of those

2

statements to management, making it clear that these are
management’s financial statements.

The second paragraph there is an opinion paragraph.
The third is the scope paragraph.

a new comment:

In the fourth,

there comes

the auditor’s comments on the management’s

description of the system and controls that are in operation
in the company.

Then there is a proposed paragraph covering other
financial information in the annual report.

There is a

paragraph covering quarterly information which has been
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reported during the year under audit.

There is a paragraph

on employee conduct and on management’s plans and procedures

for employee conduct.

suggested form,

Then the last one in that,

in its

is the relationship between the auditors and

the Audit Committee and/or the Board of Directors.

These are examples of the kinds of things which

are being recommended and on which we would like to have your

reactions
The second one we would like you to talk about is

The Com

a restructuring of the Auditing Standards body.

mission has recommended a smaller full-time Auditing Standarcs

Board.

This Board,

under the recommendation, would come

under the AICPA jurisdiction.

As I said,

it would be full

time and it would be much smaller than the present Auditing

Standards Executive Committee.
to this suggestion,

We would like your reaction

taking into consideration the cost that

would result from this kind of undertaking.

Inherent in it

of

is an additional staff for such a body and the cost,
course,

would go along with the additional staff.

The third one we would like to discuss this
morning is the several extensions of the auditor’s role,
being a recommendation that the auditors would come in on

management’s choice of accounting principles.

Now,

going

one
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into this report would be a comment not only when an account

ing principle is changed but when one is adopted

or when

principles have been in effect and have been used within the
client company.

So not only is it a part of the controversial

question of whether or not a change has been made to a pre

ferable accounting principle,

the recommendation here is to

extend it even further to existing principles,

those which

have been in use.

Also another extension would be to report on

compliance with the management’s policy on conduct.

This was

mentioned in the revision of the Auditors’

One of

Report.

the auditor’s paragraphs in his report would be on the com
pliance with management’s policy for the conduct of its

officers and employees.
materiality.

Here there is a discussion of

A distinction is drawn between the defects of

some kind of misconduct,

such as illegal payments, where

materiality may be a factor,

and the action that would be

taken if such conduct is discovered and here materiality may

be a factor.

Also here,

again, we have an interrelationship

between the revision of the Auditors’

Report, but another

extension would be the auditor reporting on management’s

description of the system of internal control within the

204

client company.

Also,

the Commission recognized that there is a

growing tendency in education for educators to go directly

from being a student to educator,

having obtained a Ph.D.,

to go directly into teaching without

periences in CPA firms.
embrace this trend.

a

period of having ex

The Commission does not endorse or

They simply recognize it and believe

that those educators who have followed this pattern and who
are not CPA’s should take a more active part in professional
affairs.

They,

therefore, recommend that some provision be

made for membership in the Institute of non-CPA educators.
Many of our critics have raised the question of
our ability for self-discipline.

The Commission addressed

itself to that and has recommended that we remove the
secrecy from our disciplinary procedure.

forms,

This takes many

but one of them would be that all disciplinary

actions would be made public or at least all convictions or
findings of guilty would be made public.

The reasoning

behind this is that one of the strongest deterrents to mis
conduct is the possible public censure of the membership and

a potential loss of reputation.
And the Commission says that we will be losing that

deterrent if the members believe that they,

first of all,
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may not be disciplined and,

and even if they are,

it may not

become publicly known or at least not identified with that

particular member.

So they have recommended that we remove

the secrecy from our disciplinary proceedings.
The sixth item which we would like to discuss this
morning is the recommendation for the publication of more

information to aid auditors.

You will remember that when

the equity funding scandal became public,

a special committee

was appointed under the chairmanship of Marvin Stone to

study the implications of this entire affair of auditing.

And the Commission on Auditing Responsibilities makes the
comment that this should be the rule rather than the excep
tion and that the level of auditing performance would be

raised if more of those of us who practiced accountancy and
auditing had more information about corporate failures and

alleged audit failures that may have contributed to the cor
porate failure or at least may have been involved in it.

So the Commission does recommend that means be
found of disseminating information about these corporate

failures and about frauds which have been perpetrated,
idea here being,

I think to help the auditor.

that if enough of us,

as CPA’s,

the

We recognize

know how to detect these

frauds by the dissemination of the information,

that won’t
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help the potential embezzlers as much as it will help us.

Throughout this Report on Tentative Conclusions,
there seems to be a thread, with which I think all of us would
agree,

and that is a better identification of the responsi

bilities of management in all of the areas with which we are
concerned.

Auditors’

You will notice that in the proposed Revision of

Report,

there are references to management,

management’s policies,

to

to management’s financial statements,

and through these, you will find that thread of bringing
management more to the forefront and I think making manage

ment less inclined to play games with the auditors in suggest
ing far-out schemes in the hope that only seven or eight of

them will be knocked out by the auditors and maybe one or two
will get through.

Those are the six items we would like to discuss.
I would like to stress once again the importance of getting

your reactions.

In each of the breakout sessions,

there will

be a member of our committee as a discussion leader.

There

will be an Institute staff member to take notes which we will
use and compile for the meetings we are going to hold next

week.

So this will be very helpful to us.

Yesterday’s discussion about the Washington scene

made it very clear how important it is that we respond appro

207
priately to this report of the Commission on Auditors’

Responsibilities.

if I had heard yesterday’s pre

Indeed,

sentation before getting the call asking me to serve as
chairman of this committee,

have wanted to serve.

I doubt very much that I would

As a matter of fact, Mike, you pointed

out the fact that Steven’s job seemed to dome along.

I was

thinking as Wilbur Stevens was talking this morning about
spending 50% of his time on specialties that I don’t even

spend part of my time (laughter),

yesterday,

and after that session

one of the members of Council described our

circumstances this way.

all the time,

He said,

”We are at match point

and it's their serve."

posture in which we find ourselves,
that serve.

That really is the
but I think we can return

(Laughter)

I realized also that some of our critics probably

will never be satisfied,

no matter what we do.

But others

may see that we are taking responsive and appropriate steps

as a profession to bring about the kinds of changes

need to be brought about.

As I say,

that

some of them won’t be

satisfied.

There was an old country store out there where my

great grandfather lived,

out in a rural area,

evening the men used to stop at the store,

and every

and particularly
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on cold nights when I suspect that they had a belt or two.
One old fellow who really was a sourpuss came by there and
my father happened to be sitting there.

After sitting around

the stove and talking to the men for awhile,

swig and he said,

ain't ready,

"Well,

I'm going home now and if dinner

I'm going to raise hell, but if it is,

going to eat a bite."

our critics,

he took another

(Laughter)

I ain't

And when I hear some of

they always remind me of the old gentleman back

in this country store.

As we go through this process of studying the

report and responding to it,

somehow I am able to retain the

hope and even the expectation that high reason will emerge
triumphant.

Thank you.

(Applause)

CHAIRMAN CHETKOVICH:

Thank you very much,

Sam,

not just for the contribution to this program which is

considerable,

including your sense of humor, but more sig

nificantly for the contribution you are making to all of us

in your leadership of this committee in dealing with the
report.

It is one of the most important assignments we have

ever had before.

Now we will adjourn for a coffee break,

after

which we will go to the various breakout sessions.

...The session was then adjourned at 11 o'clock,

a,
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WEDNESDAY MORNING SESSION
May 11, 1977

...The Council was called to order at nine o’clock,

a.m., Chairman Chetkovich presiding...
CHAIRMAN CHETKOVICH:

Mr. Secretary, have you count

ed the house and are you satisfied that we have a quorum
here this morning?
MR. DONALD J. SCHNEEMAN, Secretary, New York:

We

do.
CHAIRMAN CHETKOVICH:

Before we get to our regular

agenda this morning, we want to update you very briefly on a

development with respect to the Metcalf hearings which you
might have read in The Wall Street Journal this morning and

which may well call for some reconsideration of what we re

ported to you on Monday as the Institute’s strategy with

respect to these hearings.
I will call on Wally to give you just a brief re

port, and I would suggest if there is going to be any discus
sion we withhold it until the open forum session later in

the morning.

Wally.

MR. OLSON:

Just to give you a quick rundown of the

proposals that were made in the testimony given by Price,

Waterhouse yesterday for the Metcalf hearings and to understand
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the implications of these proposals.

It was proposed that

there be federal legislation enacted which would deal en

tirely with firms that practice before the SEC.

The legisla

tion would require that such firms would have to register

with the SEC.

In other words, they would file a registration

statement just like any other registrant; also, as being
registered with the SEC, they would have to file annual re

ports with the SEC which would include complete financial
statements and financial reporting on the CPA firm itself.
A third part of the legislative proposal would be

that the SEC would be empowered to require quality control
reviews every three years for firms which were registered with

it for practice.

It would be a firm-on-firm review.

The

firm that would be selected would be with the full consent
of the SEC and the SEC would establish regulations under
which these reviews would be conducted, and then supposedly a

confidential report would be filed with the SEC as a result

of the review.
A fourth provision in the legislation would be that

the SEC would require registrants (These are the clients now)

to have independent audit committees that nominate the inde
pendent auditing or accounting firms.
A fifth part of the legislation would be to provide
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the SEC with the power to require mandatory rotation of

auditor partners on audit engagements for registered companies
Then a sixth requirement in the legislation would

be that the SEC would be empowered to require continuing

education for partners and staff members of registered firms.
There are other proposals that have been made that

would not require legislation, but also have some impact on
the profession.

One proposal was that the SEC, through rule

making procedures, should review the question relating to the

effect of MAS services on audit independence, thus suggesting
that the SEC settle that question through rule-making.

There are a series of other proposals or recommenda
tions that were made in the testimony.

One is that the

government should review the adequacy of disclosure provisions
in its contracting procedures.

marily with consulting services.

I think this has to do pri
Another is that the

American Institute should establish a full-time Auditing

Standards Board.

A third is that the Auditing Standards

Board or AUDSEC should operate in the sunshine which means

that their meetings should be entirely open to the public.

A fourth proposal is that a standard should be adopted to re
quire public reporting on the adequacy and effectiveness of
internal accounting controls of SEC clients.

The recommendation
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wasn’t made clear as to who should adopt such a standard, but
at least it indicated such standard should be adopted.

Then a fifth item is that you should adopt as an auditing

standard a materiality standard that emphasizes both qualita
tive aspects as well as quantitative.

And the last two dealt with the FAS

which recom

mended that the FASB should also operate in the sunshine,

meaning that they should have all their meetings open to the
public, and that the FASB should adopt an automatic and
mandatory review procedure whereby it would periodically re

view its own pronouncements.
Just a very few brief comments on that.

Setting

aside the merits of the specific proposals (and I think many

of them most of us might support), the suggestion that legis

lation be enacted is obviously contrary to the Institute’s

position and strategy that we described to you on Monday.

You will recall that our approach has been to avoid the
development of legislation as a result of the Metcalf hear

ings.

The danger of putting forward legislative proposals is

that they are obviously subject to unlimited and unpredictable
amendments through the legislative process.

An example of

this is that it is likely that any legislation that comes
forward to amend the Securities Acts (and I think the proposals
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that I indicated to you would be in the form of amendments

to the Securities Acts) will be utilized as a vehicle perhaps
for repealing the Hochfelder decision.

The specific proposals

that were put forward are, in our view, likely to have the

full support of the SEC.

Thus, it would seem that there is a

high probability of the proposals being enacted.

If this occurs, it might be expected also that ex
plicit authority for the SEC to set auditing standards as

well as other provisions would be added to any legislation.

If these possibilities should become realities, they would

have a major effect on the American Institute’s voluntary
quality control review program as well as the retention by
the profession of the setting of auditing standards.

Clearly,

the recommendation that legislation be enacted coming at this

particular time has far-reaching implications for the future

of the profession, some of which may be only dimly perceived
by us at the present time.
Under the circumstances, as Mike has indicated, I

guess we must now reappraise the Institute’s approach for
dealing with the developments in Washington which has been

made substantially ineffective by the testimony yesterday.
So it remains to be seen whether our position of falling short
of proposing legislation can be effectively sustained.

So
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we will be attempting to deal with the situation as it

evolves and as it has evolved as of yesterday.
CHAIRMAN CHETKOVICH:

Thank you.

Thank you, Wally.

We will

get on now with our regular agenda.

"Report of the Conclusions of the Board on Standards
for Programs and Schools of Professional Accounting.”

The Council has had the pleasure at several of its
meetings in the past couple of years to receive progress re
ports from Herb Miller, Chairman of the Board on Standards
for Programs and Schools of Professional Accounting.

We have

invited Herb to report to the Council on the current status
of that project.

Herb, we are glad to have you with us.

(Applause)
MR. HERBERT MILLER, Chairman, Board on Standards

for Programs and Schools of Professional Accounting:

Thank

you very much, Mr. Chairman.

I welcome this opportunity to report informally to

Council.

I note that two members of your Board on Standards

for Programs and Schools of Professional Accounting are in
attendance: Harold Langenderfer and Wilbur Stevens.

As you

might expect, those of you who know these people, they have

made valuable contributions to the assignment that the
American Institute has given your Board.
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Some significant and positive developments have

occurred since our Boca Raton meeting one year ago.

First

and foremost, in my view, is that the American Accounting
Association is now involved, and that is a great development.

It seems to me that as members of the accounting profession,

we are concerned with accounting education and, of course, we
would hope to have as allies accounting educators, and the
American Accounting Association represents the accounting

education.

I believe the President of the American Accounting

Association, Chuck Horngren, is here, and I want to encour
age him to not hesitate to modify any inadvertent distortions
that I may use to describe the developments insofar as they
relate to the American Accounting Association.

The next development is that the American Assembly

of Collegiate Schools of Business, AACSB, often known as the

"deans’ group” as it related to business schools, has

changed its direction 180 degrees since a year ago from a
position of rather clear resistance to a willingness to co
operate, and I believe this willingness is genuine.
With regard to the work of the Board on Standards,

the final report will soon be available.

We received a con

siderable number of responses to the exposure draft and these

responses were given careful consideration.

In addition to
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providing a set of standards by which professional schools
and/or programs may be judged, the report recommends that the
American Institute of CPA’s assume a significant role in the

formulation of an accreditation process.

The set of standards should be viewed as being a
thoughtful input, not the only input, not the only source of

standard-setting.

In fact, the American Accounting Associa

tion has a project under way to also input a set of standards

by which programs may be judged.

Very briefly the AAA set of standards, I think on
many, many points, parallel those of the AICPA devised set

of standards.

The reports follow each other in format; the

sets of standards follow each other in format; and I think

both set the sights very high, commendably so.

There are some

differences, but they really are not major, except possibly

for the philosophical difference that at the moment the

American Accounting Association is envisioning that more than
a signle accounting program be accredited--a single style of

an accounting program or a single arrangement.

This, I think,

is a matter that should be raised and should be discussed,

and will be discussed, and I am confident and hopeful that
when that issue is finally resolved, the question of which

programs deserve accreditation or which programs should be
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accredited will be resolved in a useful fashion.
Another development is that a joint committee has

been formed--joint AAA/AICPA committee--to explore the set
ting up of an accreditation vehicle or an accreditation

agency.

The committee believes that there is need for an

accrediting agency. It has raised this question with the
AACSB, and I have received from the AACSB a written communi

cation that indicates that the AACSB concurs that the time, is
now here to consider developing an accrediting agency so that
AACSB can co-operate and interact and interface with a single

agency that may be representative of the entire accounting

field--the various segments that make up the accounting

field which would certainly include accounting educators,
which would certainly include CPA’s, and so on.
So this committee of six--three AAA and three AICPA-is now under way studying the way that perhaps an accounting
accreditation council may be set up.

If such a project is

successful and an accreditation council does emerge, it will,
according to my anticipations at least, start interfacing
closely with AACSB to avoid the chance of a duplication of

administrative structure, clerical procedures, forms, all of

this kind of what would be an unnecessary duplication.
It is too soon to predict who will participate in
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the accreditation process or really that accreditation will
be implemented.

It is much more likely than it was a year

ago that there will be accreditation of accounting programs.

And I believe that the American Institute will have an

opportunity to participate.

The extent of the roles of, say,

the AAA and the AICPA and possibly other organizations is yet

to be determined.

At the moment, this is a pretty nebulous,

fluid situation,because we are not dealing with a very well
organized, understandably, structure as to who assigns who
which tasks and who gets how many votes, and things of this

sort.

But there is a great deal of good will and a great

deal of interest in this matter.

I believe that by continu

ing to visit with and associate with joint committee members,

with the AAA, and to interface with AACSB, that this will all
shape up in due time.

Apart from the accreditation question, accoun
ting
education is receiving a great deal of attention on many

campuses which I view as a happy development.

I believe much

of this re-examination of curriculum was initiated because of
the American Institute’s interest in the matter of professional

schools and/or programs and as a result of the American In

stitute raising the question of accreditation.
During the next twelve months, the American Institute
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will have occasion to make some important policy decisions
in the areas of accounting education and accreditation.

The

AICPA decisions, in my judgment, to date have been good ones

for accounting education and for the accounting profession,

and my impression is that on balance the accounting educators
have reacted favorably to the Institute’s actions and interest
in accounting education.

Now, to conclude, I have some good news and bad

news that I want to acknowledge.

The bad news is stale and

old which is that Guy Trump is no longer with the American

Institute of CPA’s.

Guy has been a devoted and effective mem

ber of the Institute organization in this entire matter.

He

was well-regarded among educators, well-known among educators,

and I personally am missing Guy Trump a great deal.
The good news is that Jim McNeil will soon come on

board with the American Institute to carry on part of the
work that Guy had assigned to him.

My impression is and my

perception is that Jim McNeil will pick up relationships
with educators and become involved in accreditation issues

and things of this sort.

McNeil is known to all of us,

probably most of all for his participation in the ’’Common

Body of Knowledge Study,” forhis participation on other

Institute projects, and so on.

I think this is an ideal
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choice and a very happy development.

Mr. Chairman, that concludes my informal report.

Do you have any questions?
CHAIRMAN CHETKOVICH:

if there are any questions?

Will you just stand by, Herb,

Before we do that, I want to

thank you very much, on behalf of the Council, for your very
informative report, but even more so for your effective leader

ship in this highly important effort on behalf of the profes

sion and accounting education.

Now, are there any questions of Herb?
MR. ARTHUR J. DIXON, New York:

One question.

Mr.

Miller, I noted in the paper about two or three weeks ago
that the Federal Trade Commission was making some noises about

looking into the effects of the accreditation procedure in

one or more of our sister professions, as I recall it.

I was

wondering what consideration your committee is giving to that
or is it affecting the procedure?
MR. MILLER:

this.

Mr. Dixon, we have taken notice of

Without meaning to sound like your Standards Board is

bragging, I think that our philosophy has not been altered by

this development, because I don’t think at any time we ever
sought a position of dominance in the accreditation process.

We believe that the profession has earned a right to be a
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member of the accreditation activity.

But it has never been

my thought and it has never been Guy Trump’s thought or

Wally Olson’s thought or Mike Chetkovich’s thought to put

ourselves in a position where the Federal Trade Commission
would be writing an article about us.
MR. DIXON:

I’m delighted to hear that.

CHAIRMAN CHETKOVICH:

Anyone else?

Apparently not.

I am, too, Arthur. (Laughter)

Thank you very much, Herb.

(Applause)

Next we take up a proposed amendment to our
Code of Professional Ethics to incorporate proposed general
standards.
Ray Groves has chaired the Subcommittee on General
Standards which was charged with studying the practice of

public accountancy to determine whether there are standards

of conduct which are basic to all of the services offered by
CPA’s.

As you are aware, our present Code of Professional

Ethics provides for adherence to technical standards only in

the areas of auditing and reporting, and there are presently
no standards of performance that relate to tax and management

advisory services.
I will now ask Ray Groves to explain the proposal

to you.

Followinghis presentation, you will be asked to take
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action approving the submission of the proposed general
standards as an amendment to the Code of Professional Ethics

to our membership for a vote by mail ballot.

Ray--

...The Proposed Amendment to the Code of Profes
sional Ethics to Incorporate Proposed General Standards is

attached hereto and made a part of the record...

AICPA
April 20,

American Institute of Certified Public Accountants
1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

1977

Michael N. Chetkovich, CPA
Chairman of the Board
American Institute of CPAs
1211 Avenue of the Americas
New York, New York
10036

Dear Mr.

Chetkovich:

The special committee on general standards was appointed to consider
the feasibility of a single set of general standards applicable to
the performance of engagements in all major areas of practice of the
public accounting profession.
In summary, the committee believes
this should be achieved.
We submitted a draft of our proposed general standards for review
by the Board of Directors at its October 1976 meeting.
The Board
approved exposure of the draft to interested parties.
Our committee
reviewed and considered a number of comments on the exposure draft,
met with the Board on March 3, 1977, and as a result, several
changes were made to the draft.

The committee recommends that two new Rules of Conduct be added to
the Code of Professional Ethics.
None of the standards in the
present Rules of Conduct would be deleted or revised.

The committee’s recommendations are attached under the title of
"General and Technical Standards."
To facilitate understanding
of the proposed changes, also attached is a "Comparison of Present
and Proposed Rules of Conduct."
The proposed new Rule 201, "General Standards," expands the present
Rule 201, "Competence," to include five general standards for the
performance of engagements in all major areas of accounting prac
tice.
The general standards are:

a.

Professional Competence.

b.

Due Professional Care.

c.

Planning and Supervision.

d.

Sufficient Relevant Data.

e.

Forecasts.

Michael N.

Chetkovich,

CPA - Page 2

April 20,

1977

The proposed Rule 201 also authorizes bodies designated by Council
to interpret the application of general standards to particular
areas of practice.
Those interpretations of general standards
would then be enforceable under the Code of Professional Ethics.
For purpose of this Rule, it is expected that Council would consider
designating the auditing standards executive committee, the federal
taxation executive committee, and the management advisory services
executive committee -- the latter two committees do not now have
such authority.
The proposed new Rule 204, "Other Technical Standards,” together
with existing Rules 202 (’’Auditing Standards”) and 203 ("Accounting
Principles") would authorize bodies designated by Council to
establish technical standards for the performance of engagements
in particular areas of practice that may not be covered by the
general standards.
Again, for purpose of this Rule, it is expected
that Council will consider designating the auditing standards
executive committee, the federal taxation executive committee, and
the management advisory services executive committee to establish
technical standards.

Although existing Rules 101 ("Independence"), 102 ("Integrity and
Objectivity"), 202 ("Auditing Standards”), and 203 (’’Accounting
Principles”) could logically be considered technical standards
applicable to a particular area of practice under proposed Rule 204,
it is the committee’s belief that its recommendations will be more
acceptable to the membership if those Rules are retained in their
present form.

The auditing standards executive committee believes that the adop
tion of general and technical standards should not affect nor
require reconsideration at this time of the ten generally accepted
auditing standards.
The committee believes that the adoption of general and technical
standards and their inclusion in the Rules of Conduct will establish
standards for all areas of accounting practice.
This should assist
in improving the performance of professional engagements and
facilitate the enforcement of these standards by the Professional
Ethics Division.
Very truly yours,

Ray J.

Groves,

Chairman

Special Committee on General Standards
Ray J. Groves
Harold Cohan
Robert L. May
John P. Sullivan
Richard D. Thorsen
Bernard Werner

GENERAL AND TECHNICAL STANDARDS

Rule 201 - General Standards.

A member shall comply with the

following general standards as interpreted by bodies designated

by Council,
*
a.

and must justify any departures therefrom.
A member shall undertake only those

Professional Competence.

engagements which he or his firm can reasonably expect to
complete with professional competence.

b.

Due Professional Care.

A member shall exercise due profes

sional care in the performance of an engagement.

c.

Planning and Supervision.

A member shall adequately plan

and supervise an engagement.

d.

Sufficient Relevant Data.

A member shall obtain sufficient

relevant data to afford a reasonable basis for conclusions

or recommendations in relation to an engagement.
e.

Forecasts.

A member shall not permit his name to be used in

conjunction with any forecast of future transactions in a

manner which may lead to the belief that the member vouches
for the achievability of the forecast.

Rule 202 - Auditing Standards.

No change.

Rule 203 - Accounting Principles.

No change.

Rule 204 - Other Technical Standards.

A member shall comply with

other technical standards promulgated by bodies designated by
Council* to establish such standards, and departures therefrom

must be justified by those who do not follow them.

*Note - For purposes of this Rule, it is expected that Council
will consider designating the auditing standards executive com
mittee, the management advisory services executive committee,
and the federal taxation executive committee.

.

Rule 202 - Auditing Standards. A member
shall not permit his name to be associated

Professional Care. A member shall
exercise due professional care in the
performance of an engagement.

Professional Competence. A member shall
undertake only those engagements which he
or his firm can reasonably expect to
complete with professional competence.

.

New

New standard.

.

*Note - For purposes of this Rule, it is
presently expected that Council would desig
nate the auditing standards executive
committee, the management advisory services
executive committee, and the federal taxa
tion executive committee.

*Note - For purposes of this Rule, it is
presently expected that Council would desig
nate the auditing standards executive
committee, the management advisory services
executive committee, and the federal taxa
tion executive committee.

No change.

Forecasts. Wording is taken unchanged
from present Rule 204 on forecasts.

Sufficient Relevant Data.

standard

Planning, Control, and Supervision

Rule 202 - Auditing Standards.

Forecasts. A member shall not permit his
name to be used in conjunction with any
forecast of future transactions in a
manner which may lead to the belief that
the member vouches for the achievability
of the forecast.

.

e.

d.

c.

.

Care. New standard,

.

Professional Competence
Slight change in
wording of present Rule 201 to make the
Rule a positive statement

b. Due Professional

a.

Rule 201 - General Standards. New Rule on
standards for the performance of all engage
ments. The Rule enables bodies designated by
Council* to interpret the application of the
general standards in particular areas of
practice.

Changes

Rule 202 - Auditing Standards . A member
shall not permit his name to be associated

e.

ment

Sufficient Relevant Data . A member shall
obtain sufficient relevant data to afford
a reasonable basis for conclusions or
recommendations in relation to an engage

d.

.

Planning, Control, and Supervision . A
member shall adequately plan, control,
and supervise an engagement

c.

b. Due

a.

Rule 201 - General Standards
A member shall
comply with the following general standards as
interpreted by bodies designated by Council,*
and must justify any departures therefrom

Rule 201 - Competence. A member shall not
undertake any engagement which he or his firm
cannot reasonably expect to complete with
professional competence.
.

General and Technical Standards:

Proposed Standards

Competence and Technical Standards:

Present Standards

COMPARISON OF PRESENT AND PROPOSED RULES OF CONDUCT

Rule 203 - Accounting Principles
A member
shall not express an opinion that financial
statements are presented in conformity with
generally accepted accounting principles if
such statements contain any departure from
an accounting principle promulgated by the
body designated by Council to establish such
principles which has a material effect on
the statements taken as a whole, unless the
member can demonstrate that due to unusual
circumstances the financial statements would
otherwise have been misleading. In such
cases his report must describe the departure,
the approximate effects thereof, if practi
cable, and the reasons why compliance with
the principle would result in a misleading
statement.

*Statements on Auditing Procedure, which were
codified in Statement on Auditing Standards
No. 1, are now issued as Statements on
Auditing Standards by the auditing standards
executive committee, the senior technical
committee of the Institute designated to
issue pronouncements on auditing matters and
the successor body to the Institute's com
mittee on auditing procedure.

Rule 203 - Accounting Principles. A member
shall not express an opinion that financial
statements are presented in conformity with
generally accepted accounting principles if
such statements contain any departure from
an accounting principle promulgated by the
body designated by Council to establish such
principles which has a material effect on
the statements taken as a whole, unless the
member can demonstrate that due to unusual
circumstances the financial statements would
otherwise have been misleading.
In such
cases his report must describe the departure,
the approximate effects thereof, if practi
cable, and the reasons why compliance with
the principle would result in a misleading
statement.

*Statements on Auditing Procedure, which were
codified in Statement on Auditing Standards
No. 1, are now Issued as Statements on
Auditing Standards by the auditing standards
executive committee, the senior technical
committee of the Institute designated to
Issue pronouncements on auditing matters and
the successor body to the Institute's com
mittee on auditing procedure.

.

with financial statements in such a manner
as to imply that he is acting as an inde
pendent public accountant unless he has
complied with the applicable generally
accepted auditing standards promulgated
by the Institute. Statements on Auditing
Procedure* issued by the Institute's com
mittee on auditing procedure are, for
purposes of this Rule, considered to be
interpretations of the generally accepted
auditing standards, and departures from
such statements must be justified by
those who do not follow them.

with financial statements in such a manner
as to imply that he is acting an an inde
pendent public accountant unless he has
complied with the applicable generally
accepted auditing standards promulgated
by the Institute. Statements on Auditing
Procedure* issued by the Institute's com
mittee on auditing procedure are, for
purposes of this Rule, considered to be
interpretations of the generally accepted
auditing standards, and departures from
such statements must be justified by
those who do not follow them.

- 2 -

Rule 203 - Accounting Principles.

No Change

.

Rule 204 - Forecasts
A member shall not
permit his name to be used in conjunction
with any forecast of future transactions in
a manner which may lead to the belief that
the member vouches for the achievability of
the forecast.

*Note - For purposes of this Rule, it is
presently expected that Council would desig
nate the auditing standards executive
committee, the management advisory services
executive committee, and the federal taxa
tion executive committee.

*Note - For purposes of this Rule, it is
presently expected that Council would desig
nate the auditing standards executive
committee, the management advisory services
executive committee, and the federal taxa
tion executive committee.

.

Rule 204 - Other Technical Standards
New
Rule enables bodies designated by Council* to
establish additional standards related to
particular areas of practice. Present Rule
204 moved to Rule 201e.

.

Rule 204 - Other Technical Standards
A
member shall comply with other technical
standards promulgated by bodies designated
by Council* to establish such standards, and
departures therefrom must be justified by
those who do not follow them.

- 3 -
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MR. RAY J. GROVES, Chairman, Subcommittee on Gener

al Standards:

Thanks, Mike.

A few years ago when the committee was formed, I
think we were given very good representation.

We had someone

from all the five senior committees--Tax, MAS, Audit,

Accounting, and Ethics--and we had several discussions before

we kind of zeroed in on what might be a path toward accomplish
ing some general standards.

Probably the major item that we considered was:
Are we really talking about some large overhaul of the ethics

of the profession or are we talking about a fairly modest
approach of an introduction to the general type standards?

For the most part, and I think you will agree from looking
at the proposal, we opted for the latter approach.

We sought

the advice of the five senior committees and just their views
as to whether this whole idea even made sense.
positive.

We had a number of suggestions.

They were all

Some went a bit

further than we thought was appropriate, at least at this
time.

We came up with a draft and we took it to the Board

last October.

They approved a much broader exposure of it.

I think all of you and many thousands of others have received
the discussion draft of these proposed amendments to the

Code of Professional Ethics last fall.

We allowed four or
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five months for comments.

ments.

We had some very thoughtful com

Several people raised some things we had not consider

ed which shows that we were, after all, human.
We made a couple of substantive changes as a result

of those comments.

We took it to the Board again just re

cently, and the Board approved bringing it before Council at
this meeting.
Basically, as you can see from the information you
have before you, we are proposing an expansion of the present

Rule 201 to include not only competence but due professional
care, planning and supervision, sufficient relevant data.
Those are the new items.

And we have simply moved intact,

without change, the commentary on forecasts that used to be
Rule 204 into that same proposed new Rule 201.

That Rule

then would be subject to interpretation,but not changed, by
anybody designated by this Council to do so.

Presently,

AUDSEC has that authority under the present Rule 202 which

we would not propose changing at all.

Whether or not Council

in the future would grant that forte to the MAS, Tax or

anybody else would be a subject of future Council delibera
tions, not as a part of this proposal.

In addition to leaving 202 on Auditing and 203 on
Accounting intact, we would propose a new Rule 204 which
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would provide for other technical standards,not general

standards, such as those that the Auditing Committee now
issues, to the issue, again, if Council gave such bodies the
right to do that in the future.

Both the interpretations and

the technical standards would take the form of the same juris
diction, if you will, that present Rule 202 gives Auditing:

that is, any departures therefrom must be justified by those

who do not follow them.
In summary, I guess it is more of a first step than

any kind of a general overhaul of our ethics.

If we were go

ing to do that, perhaps we would weave independence into

this and maybe we would again rechallenge Accounting in Rule
203 and maybe even Auditing.

That did not seem to be neces

sary at this time in the view of the committee, and we re

ceived about that same kind of feeling from all those whom
we polled.

The Auditing Standards Executive Committee requested

that we include, and we did in the letter to the Board and to
Council, that as of the present time at least, that group did
not feel it was going to be necessary to revise or make any
changes in the ten generally accepted Auditing Standards that

were adopted by the membership in ’48-’49.
Mike, that’s kind of an overview or summary, and I
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would be glad to expand on that or answer any questions that
someone would like to address to me--friendly questions.
CHAIRMAN CHETKOVICH:

Thank you, Ray.

The floor

is now open for any questions or comments relating to Ray’s

report and this proposal.
MR. SAMUEL A. DERIEUX, Virginia:

Ray, on page 2

of the information we have, the proposed standards still re
tain the reference to the Statements on Auditing Procedure,

and the Committee on Auditing Procedure put a footnote saying

that they are now SAS’s and the Auditing Standards Executive
Committee is the successive body.

Why do we retain the old

terminology?
MR. GROVES:

Sam, I am afraid I didn’t follow you.

Could you direct me again to what page?
MR. DERIEUX:

MR. GROVES:
MR. DERIEUX:

Page 2 where there is a comparison.

O.K.
Yes.

And the footnote, you say?

In the first paragraph, there

in the center, there is a reference to Statements on Auditing
Procedure with an asterisk.
MR. GROVES:
MR. DERIEUX:
MR. GROVES:

ought to modernize it.

But we don’t call them that any more.
That’s my question.
Ah, I’m with you now.

I think we

We ought to get with it.

I agree
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with you.

You tend to accept as

I didn’t even notice that.

gospel the things you don’t change.

But, sure, we ought to

change it.
MR. DERIEUX:

Mr. Chairman, is there some way that

that could be changed without our having to work out the
language here?
CHAIRMAN CHETKOVICH:

I would think so, Sam.

It

seems to me like it’s a technical change, and I would think
if you would give us that authority, we could take care of it.
MR. DERIEUX:

Do you need a formal motion for that

then?
CHAIRMAN CHETKOVICH:
MR. DERIEUX:

Yes.

I would like to move then that the

Secretary and General Counsel of the Institute work out

language to update the terminology in that particular para
graph.
...The motion was seconded...

CHAIRMAN CHETKOVICH:

Any further discussion?

MR. BERT B. WEINSTEIN, Illinois:

When this first

came out, it was very clear that you were talking about tech

nical standards, and there are other elements in our Profes
sional Rules of Conduct that aren’t going to be changed.

I

think when this is submitted to the membership, it ought to
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be made very clear that the behavioral standards of integrity,

independence and so on are still the province of the Ethics
Committee.

in this.

You don’t even mention the Ethics Committee at all

There was some concern when we discussed this among

some Council members that there might be an overlapping.

If

you are going to have really four committees issuing ethical

interpretations against the ruling interpretations, there is a

possibility of some kind of overlap inconsistency.

It seems

to us that there ought to be some procedure for preventing
that.
Secondly, if you go to the letter that you wrote

to Mike on April 20, there is an indication in the third
paragraph that those behavioral standards of independence, in

tegrity and so on--not Auditing Standards and not Accounting
Principles--could logically be considered technical standards

applicable to a particular area of practice, etc. There is an
implication there that you’re going to get rid of your existing

Ethics Committee and let each one of the specialized commit

tees make its own interpretation of these standards.
I would like your comment on that, please.
CHAIRMAN CHETKOVICH:

Bert, could we defer that for

just a moment and vote on the amendment?
MR. WEINSTEIN:

I’m sorry.
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MR. GROVES:

Mike, let me at least assure Bert that

we did not intend to eliminate the Ethics Committee.

I

think we ought to know that before we vote just so we know
we are not voting to do that.
CHAIRMAN CHETKOVICH:

We are simply voting now on

Sam’s amendment which was-MR. GROVES:

I forgot we had another one.

CHAIRMAN CHETKOVICH:

Sam’s motion was for a change

in the wording.
...The motion was put to a voice vote and was
carried without dissent...
CHAIRMAN CHETKOVICH:

discussion.

Now we can continue with the

Would you care to respond more fully to Bert?

MR. GROVES:

Well, I’ll repeat we didn’t intend to

destroy, change or otherwise do anything to the Ethics Com
mittee.

In fact, the bottom line of this typed proposal

would give the Ethics Committee more authority or at least

more jurisdiction than it had before, because now they would
have other things as part of the Code of Ethics.

In fact,

if the Council at some future date had designated MAS and
Tax to issue additional pronouncements that would carry the

weight of ethics, I think your platter might actually grow
in terms of the number of things you would have to address
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yourself to.

And we had no idea to either supersede or change

the Ethics Committee.

I think at one time the response of the

Ethics Committee to us was that they, in fact, needed some
thing to help them in the jurisdictional aspects other than

accounting and auditing that were referred to them.
CHAIRMAN CHETKOVICH:

They did have a chance to

respond to this.

MR. WEINSTEIN:

I am glad for the clarification.

In the data that you are going to send to the members and I

assume to the Council after that on this proposal, I would
strongly urge that you make very clear the fact that this is
going to really strengthen the Ethics Committee and how it

would proceed.

I think the committee ought to cover some of

the operational aspect which was presented.
MR. GROVES:

Bert, what I am saying is that was the

intent and certainly the connotation we meant by the last
paragraph when we say "The committee believes that the adop
tion of general and technical standards and their inclusion
in the Rules of Conduct will establish standards * * * and

should assist in improving the performance of professional

engagements and facilitate the enforcement of these standards

by the Professional Ethics Division.”
That really is the direction that this goes.

How
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procedurally that will happen in the next few years, we

couldn’t quite exactly tell because we don’t know what the
MAS or the Tax Committees might do if the authority should be

granted to them.
MR. WEINSTEIN:

Thank you.

MR. RICHARD D. THORSEN:

I was on both Ray’s com

mittee and also on the Ethic Division’s Technical Standards

Subcommittee, and I would like to amplify what Ray has said
in answer to Bert’s question.

More or less effectively through the last number of
years, we have had this dual problem really that the AUDSEC
has made the interpretation, AUDSEC has put out the techni

cal pronouncements, and it’s been up to the Ethic Division’s

Technical Standards Subcommittee to attempt to enforce the
rules that have been made by AUDSEC.

As Ray says, this would

really provide for another set of rules that the Ethics

Division’s Technical Standards Subcommittee may be Technical

Standards Tax or Technical Standards MAS should that come
about.

That might be a possibility.

But I assure you that as

the Ethics Division’s representative on Ray’s committee, we
had no idea of having the committee go outof business.

CHAIRMAN CHETKOVICH:

questions of Ray?

Thank you, Dick.

Any other
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MR. GROVES:

little.

Never have so many waited for so

(Laughter)
CHAIRMAN CHETKOVICH:

All right.

You all have in

your folders the text of the proposed amendment.

The Board

of Directors has discussed this matter and recommends that
the Council approve the proposed amendment for submission to
all members of the Institute for a vote by mail ballot.

The

mail ballot, according to our rules, may not be held sooner
than ninety days following such approval, and the approval of
at least two-thirds of the members voting in such a mail

ballot is required for the amendment to be adopted.
May I now have a motion that Council approves for
submission to the members of the Institute for a vote by mail

ballot the proposed amendment of Rule 201 of the Code of
Professional Ethics to include General Standards and Rule 204

’’Other Technical Standards” as set forth in the material sub
mitted to Council?
...The motion was so made and seconded...

CHAIRMAN CHETKOVICH:
cussion on the question.

The floor is open for dis

(Laughter)

...There being no discussion, the motion was put to
a voice vote and was carried without dissent...

CHAIRMAN CHETKOVICH:

Thank you very much.

Thank
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you, Ray.

(Applause)
Now we take up the "Proposed Amendment to the

Independence Rule."
If you recall, in my introductory remarks, I report

ed that the Board of Directors had recommended an amendment
to the Independence Rule--Rule 101 of the Code of Professional
Ethics.

On the first day of our meeting, we distributed

material which explains the technical nature of the change
and the reasons why the Board felt that the change was desir

able.

The proposed amendment has been reviewed by the Inde

pendence Subcommittee and the Ethics Executive Committee of

the Professional Ethics Division and has their joint endorse
ment.

We would be happy to entertain any questions that you

might have at this time.
.. .Material explaining "Proposed Revision of Rule

101--Independence--AICPA Code of Professional Ethics” is
attached hereto and made a part of the record...

American Institute of Certified Public Accountants

AICPA
April 13,

1211 Avenue of the Americas, New York, New York 10036 (212) 575-6200

1977

To the Board of Directors
of the AICPA

Subject:

Proposed Revision of Rule 101 - IndependenceAICPA Code of Professional Ethics

Rule 101 has, among others, the following two basic
independence concepts:
1.

An auditor cannot have a direct or material
indirect financial interest in his client
during the period of his examination or at
the time of signing his report.
This permits
an auditor to accept a new audit client midway
through the client’s fiscal year even though
he owns stock in the company.
But if he does
so, he must sell the stock prior to starting
the audit engagement to establish his independ
ence from the company.
(Rule 101A.1)

2.

An auditor cannot hold a position as officer or
director or trustee of a client during the period
covered by the financial statements, the period
of his audit engagement, or at the time he signs
his report.
Using the example in 1 above, an
auditor that was a director or trustee of a
company and accepted an audit engagement from
that company midway through the company’s fiscal
year could not cure his Independence problem
for that year by immediately resigning as a
director, the logic being that he would be
auditing the results of management decisions
which had been made when he was a director or
trustee.
(Rule 101B.1)

Rule 101B.2 provides that if a member is trustee of a trust
having a financial interest in the client, the longer period
described in paragraph 2 above applies.
Thus the Rule is
logically inconsistent since in such a case, the impairment
is based, not on a relationship as a director or trustee
of the client, but of a financial Interest of a trust in
the client.
Even if the trust assets are attributed to
be those of the trustee himself, the shorter period relating
to financial interests and described in paragraph 1 should
apply.

B.

A.

j o i n t c lo s e ly h e ld b u s in e s s in v e s tm e n t
w ith th e e n te r p r is e o r an y o f f i c e r , d i r e c t o r o r
p r in c ip a l s to c k h o ld e r th e r e o f w h ich was m a te r ia l
in r e l a t i o n to h is o r h is f ir m ’ s n e t w o rth ; o r

e n te r p r is e .

P ro p o se d R e v is io n

. Had an y j o i n t c lo s e ly h e ld b u s in e s s in v e s tm e n t
w ith th e e n te r p r is e o r an y o f f i c e r , d ir e c to r o r
p r in c ip a l s to c k h o ld e r th e r e o f w h ich was m a te r ia l
in r e l a t i o n to h is o r h is f ir m ’ s n e t w o rth ; o r

or

3 ................................

2

h is firm
1 .a . Had o r was co m m itted to a c q u ire an y d i r e c t
o r m a te r ia l i n d i r e c t f in a n c ia l i n t e r e s t in
th e e n te r p r is e ; o r
b . Was a t r u s t e e o f an y t r u s t o r e x e c u to r
o r a d m in is tr a to r o f an y e s ta te i f su c h
t r u s t o r e s t a t e h ad o r was co m m itted to
a c q u ire an y d ir e c t o r m a te r ia l i n d i r e c t
f i n a n c i a l i n t e r e s t in th e e n te r p r is e ;

D u rin g th e p e r io d o f h is p r o f e s s io n a l e n g a g e m e n t ,
o r a t th e tim e o f e x p re s s in g h is o p in io n , h e o r

D u rin g th e p e r io d c o v e re d b y th e f i n a n c i a l s t a t e 
m e n ts , d u rin g th e p e r io d o f th e p r o f e s s io n a l
en g ag em en t o r a t th e tim e o f e x p re s s in g a n o p in io n ,
h e o r h is firm
ithe th
te rmp or te
is r,e a s a p ro m o te r,
c o n n e1c. te d wWas
ith ctho ne n e cntetedr pwr is
a se ae np ro
u n d e r w r ite r o r v o tin g t r u s t e e , a d i r e c t o r o r
o f f i c e r o r in an y c a p a c ity e q u iv a le n t to t h a t
o f a member o f m anagem ent o r o f a n em p lo y ee; o r
a tr u2s.te e oWas
f a n ya t trruu sstt e oer feoxre can
u to
a dm
y rp eonr s io
n ionr p r o f i t s h a rin g t r u s t o f th e e n te r p r is e .
B.

A.

R u le 1 0 1 - In d e p e n d e n c e . A member o r a firm o f w h ich he
i s a p a r tn e r o r s h a re h o ld e r s h a l l n o t e x p re s s an o p in io n
on f i n a n c i a l s ta te m e n ts o f a n e n te r p r is e u n le s s he an d
h is firm a re in d e p e n d e n t w ith r e s p e c t to su c h e n t e r p r i s e .
In d e p e n d e n c e w i l l b e c o n s id e re d to b e im p a ire d i f , f o r
e x a m p le :

1 . __________________________________________________________________ Was
u n d e rw rite r o r v o tin g t r u s t e e , a d i r e c t o r o r
o f f ic e r o r in any c a p a c ity e q u iv a le n t to th a t
o f a member o f m anagem ent o r o f a n em p lo y ee; o r
2 . __________________________________________________________________ Was
i s t r a t o r o f any e s t a t e i f su c h t r u s t o r e s ta te
h a d a d ir e c t o r m a te r ia l in d ir e c t f i n a n c i a l __
i n t e r e s t in th e e n te r p r i s e ; o r was a t r u s t e e
f o r any p e n sio n o r p r o f i t - s h a r i n g t r u s t o f th e

D u rin g th e p e rio d c o v e re d b y th e f i n a n c i a l s t a t e 
m en ts , d u rin g th e p e r io d o f th e p r o f e s s io n a l
engagem ent o r a t th e tim e o f e x p re s s in g a n o p in io n ,
h e o r h is firm

3 ..................

Had any

m a te r ia l in d ir e c t f i n a n c i a l i n t e r e s t in th e
e n te r p r is e ; o r

2.

o r was co m m itted to a c q u ire an y d i r e c t o r

Had

1.

h is firm

D u rin g th e p e rio d o f h i s p r o f e s s io n a l e n g a g e m e n t ,
o r a t th e tim e o f e x p re s s in g h is o p in io n , h e o r

R u le 1 0 1 -In d e p e n d e n c e . A member o r a firm o f w h ich he
i s a p a r tn e r o r s h a re h o ld e r s h a l l n o t e x p re s s an o p in io n
on f in a n c ia l s ta te m e n ts o f a n e n te r p r is e u n le s s h e an d
h is firm a re in d e p e n d e n t w ith r e s p e c t to su c h e n te r p r is e .
In d ep en d en ce w i l l be c o n s id e re d to b e im p a ire d i f , f o r
ex am p le :

P re s e n t R ule
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CHAIRMAN CHETKOVICH:

If there are no questions,

I would move, on behalf of the Board of Directors, that Rule
101 of the Code of Professional Ethics be amended by removing

from Section B.2 the phrase, "was a trustee of any trust or

executor or administrator of any estate if such trust or
estate had a direct or material indirect financial interest

in the enterprice,” and insert at Section A.1 a new subpara

graph ”b” which would read:

’’Was a trustee of any trust or

executor or administrator of any estate if such trust or
estate had or was committed to acquire any direct or material
indirect financial interest in the enterprise.”
There is a diagram on the material in your kits

which shows visually how this change would be accomplished and
how the proposed new rule would read.

May I have a second to this motion?
...The motion was seconded.

There being no discus

sion, the motion was put to a voice vote and was carried

without dissent...
CHAIRMAN CHETKOVICH:

Thank you.

I should mention also in this context that at the
Spring Meeting of Council in 1976, the Council approved for

submission to the membership a bylaw amendment that would per

mit non-practicing members to serve as officers of the
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Institute and as trial board members.

This action was taken

at that time with the understanding that the resulting mail

ballot would be submitted when other matters requiring
membership action are proposed, but no later than October of

1977.

Your action this morning with respect to these other

two items provides us with matters to be submitted to the

membership and, accordingly, the proposal of permitting non

practicing members to serve as officers of the Institute will
be included with such ballot.

In other words, this was a mo

tion that was acted on and passed at this earlier Council

meeting.

It was simply that the mail ballot was deferred un

til such time as we had other items to go on such a ballot
with the idea of

saving the expense.

I must compliment you.

We are running well ahead

of schedule this morning which means that we should have
ample time for the discussion forum.
Is ClaytOstlund here?

O.K., Clayt.

We will now

have a report on advertising.

All of us are aware that rules concerning adver
tising by professionals have been under increasing scrutiny
and attack in the past several years, and that activities in

that regard have been increasing.

Because of this, a special

committee has been appointed to consider the advertising rule
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of the AICPA in today’s climate and to report to the Board
of Directors on that study.

I will ask Clayton Ostlund,

Chairman of the Professional Ethics Division, who has been

working with that special committee, to give us a current

report on this issue.

Clayt--

MR. A. CLAYTON OSTLUND, Chairman, Professional
Ethics Division:

Good morning!

I’m the first speaker, prob

ably, that was almost out of a job five minutes before he got
to the podium.

But I see we are going to be perpetuated.

note also that attrition has started.

I

It seems that the

number here today is a little fewer than on Monday, and maybe

that is because advertising doesn’t appeal to a lot of Council
members or maybe we didn’t advertise this session enough.

I

don’t know which one it is.

A year ago in Florida, I reported to Council on the

status of the advertising problem as it was affecting other
professions and the potential implications for the accounting
profession as we then saw them.

In May of 1976, the Ethics

Division was in a ’’wait and see” posture and was merely moni

toring what was happening to others.

At that time, we had no

intention of re-evaluating or proposing any major changes in
our advertising prohibition.

We had reported that to the

Institute’s Board of Directors, and they had concurred in that
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position.

I also recall warning you, however, that events

might force us to change our stance.

Those events have now

occurred and we have changed our posture.

Last October, the Justice Department filed a civil
anti-trust suit against the American Bar Association, contend
ing that the advertising ban contained in their Code of
Professional Responsibility restrained price competition

among lawyers and deprived consumers of the opportunity to

obtain information about the costs and availability of legal
services.

That suit is still in the discovery stage.

In the same month, the U.S. Supreme Court agreed to

review a decision of the Arizona Supreme Court in the matter
of Bates and O'Steen v. the State Bar of Arizona. (Very appro
priate.

It happened right in this state.)

This was a case

where two lawyers ran an ad in a Phoenix newspaper listing
five different kinds of services they would perform at a

stated price for each service.

In a disciplinary proceeding,

they were found to have violated the state’s ban on advertis
ing, and the Supreme Court of Arizona upheld the decision.

The decision was appealed to the U.S. Supreme Court and oral
arguments have been presented.

The decision, when finally

rendered.(and we expect this in June of 1977), may well give
us some guidelines as to how far a profession must go in
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permitting advertising to satisfy the Court’s perception of

the public interest, the requirements of the Federal AntiTrust Laws and the free speech protections of the First

Amendment.

Conversely, the decision may be worded so narrow

ly that it will shed little light on the law as it would
relate professions such as ours.
In January of 1977, the U.S. Federal Trade Commis

sion moved against the American Dental Association, claiming
that their ban on advertising in the dentists* Ethics Code

fixed prices for the dentists’ services and prevented them

from seeking new patients.

Two years ago, the FTC had started a similar action
against the American Medical Association, alleging that the
doctors’ ban on advertising was preventing competition.

Both of these proceedings by the FTC are currently

in the discovery stage.
In addition, several State Boards of Accountancy—
including Colorado, Hawaii, Illinois, Iowa, Ohio, and Virginiahave taken action either to modify or to remove the ban on
advertising.

enforced.

Others have stated that the ban will not be

Further, there are bills pending in several state

legislatures to modify or eliminate advertising bans for all
professions.
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Finally, in March of this year, the FTC announced
that their Chicago office would be investigating the account

ing profession.

Among other things, the FTC’s staff will be

examining the prohibitions against solicitation and advertis
ing found in the various Ethics Codes of state societies,

state boards and the Institute.

As you know, this investiga

tion has just begun.

As has been mentioned before, a very comprehensive

subpoena was served on the AICPA about two weeks ago, calling
for what could amount to many thousands of documents.

It

would include minutes of all committee meetings and substan

tial amounts of correspondence; and then the latest, which
we learned about here, the letter to Wally Olson from the
Justice Department asking for information about our advertis
ing bans.

Last fall, those of us in the Ethics Division be
came quite concerned about our stated position of monitoring
what was happening to others, and doing really nothing more.

Each week, it seemed we read about another attack at the

state or national level against a profession’s rule relating

to advertising.

It seemed to us that the time had come to

start doing something, rather than merely standing by and

watching.
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So Clayt McMurray and I appeared before the Insti
tute’s Board of Directors last fall and reported the events

that had taken place in the advertising area over the last
six months.

As a result of that meeting, the Board passed a

resolution requesting the Ethics Division to do three things:
1.

To evaluate the present advertising rule with

respect to the interests of the public and the
profession;

2.

To evaluate the impact on the profession if

any part of the rule were to be declared in

valid by a court; and

3.

To develop proposed modifications to the present
rule if it was determined that the interests

of the public and the profession would be bet
ter served by such modifications.

As Chairman of the Executive Committee of the Ethics
Division, I appointed the following to serve on a special

Task Force on Advertising to carry out the Board’s request:
Clayton McMurray of Topeka, as Chairman,

James Arnett of Charleston,
Harold Cohen of New York,
Clifford Graese of New York,

William Keast of Los Angeles,

241.

Philip Sandmaier of New York,
Richard Thorsen of Minneapolis.

I am an ex-officio member of the committee, and I’m
from Illinois.

All of these people have had or currently hold im
portant committee positions, either as members of the Be
havioral Standards, Independence Technical Standards or
Executive Committee, and they have had extensive experience

in the ethics area in their various state societies.
an easy assignment that they were given.

It wasn’t

They met a number

of times for one- or two-day meetings, and there have been

numerous subgroup meetings as well.
I would like to emphasize the Task Force has not

reached any final conclusions.

I believe they will in the

next couple of months, and hopefully their report will be

submitted to the Board of Directors for its consideration at
their July meeting.

It is fair to say, however, that the

Task Force believes at this time that the current prohibition

against paid advertising should be made less restricted.
The Task Force reviewed the investigations and liti

gation, both settled and ongoing, against the lawyers, doctors

dentists, engineers, pharmacists, and other professions, as

well as the numerous claims of the public interest groups
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against the other professions.

In the December CPA LETTER, we requested that mem
bers submit their views on the advertising question to the

Task Force.

Although we received fewer responses to this re

quest than we had hoped for, those received were given due
consideration.

The Task Force then considered, in light of what
had happened and was happening, whether CPA’s could adopt
the posture that the accounting profession was so different

from these other professions that we could successfully main

tain the prohibition on paid advertising.

At this point,

the group agreed that some relaxation in the prohibition
against paid advertising was needed both in the public’s in
terest and in the interest of the profession.

As an ex-officio member of the TaskForce, I do not

vote, but I attend all the meetings and participate in the

discussion, and I would like to tell you my observations of
the direction in which I think the Task Force is currently

leaning.

I want to emphasize these are not final positions

by the Task Force.

What they will finally end up recommend

ing to the Board of Directors, I do not know, and only time

will tell.
A few general matters before I get to the specifics:
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First, the group has received some guidance, al
though not too much, from the legal problems of other profes

sions which have been settled and which are ongoing.

The

Task Force doesn’t believe that anyone can state a definitive
position which would be safe from attack, either under the
First Amendment or the Sherman Anti-Trust Laws.

Therefore,

if the profession were to permit members to say certain
things by way of paid advertising, there would still be no

guarantee that all potential legal problems would be cured.
Second, the Task Force is giving much weight to the

public interest in its deliberations, and it is interesting

to note how closely the public interest and the interest of
the profession seem to tie together.

But perhaps that is

not too amazing, because I think the profession has always
dedicated itself to serving the highest interests of the
public.

In any event, with that general background, I will
now proceed to some specifics:
1.

I believe the Task Force is inclined to feel

that paid advertising by CPA’s in public prac
tice should be permitted with certain limita

tions.

The non-CPA competitors in specific

areas do extensive advertising in all forms of
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media.

It is not entirely clear that the pub

lic has benefited from this, but it also can’t
be shown that it has been harmed in any way.
And it does appear that a segment of the public

does not currently have adequate information
about the services that CPA’s can render.

This is especially true in write-up work,
MAS work for smaller businesses and the tax
area.

Paid advertising of such services by

CPA’s may well be in the public interest and
may benefit the profession.

2.

I think they will decide that false or mis
leading statements in paid advertising should

be prohibited.

It is fair to say that this

prohibition would clearly benefit both the

public and the profession, but it should be
stated as a positive, specific prohibition.

3.

The Task Force seems to be leaning toward pro

hibiting comparative advertising.

I think

their logic here is that no advertisement
could ever cover all the facts necessary to
compare one CPA firm or sole practitioner

fairly with another; "comparative” advertising
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is too subjective and could be inherently mis

leading to the public.

As we have all learned

from today’s commercial advertising, comparative

advertising usually downgrades one product or

service in relation to another.
4.

I think they may decide that self-laudatory

statements that cannot be supported by facts
should not be allowed, since such statements

can easily be misleading to the public.

5.

Until such time as the profession determines
what specialties are and what the requirements

are for becoming a specialist (and we have had

an updated report on that during this meeting),
I believe that the designation of a specialty

would be prohibited.

At the same time, the

Task Force appears to be inclined to allow a

practitioner or firm to indicate their areas

of practice in paid advertising.

If I am inter

preting the group’s feelings correctly, a firm
could not advertise that they were specialists

in income tax and write-up services at the
present time, but they could advertise that

they practiced in the field of income tax and
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and write-up services.

some may say.
tant one.

Too fine a distinction,

However, I think it is an impor

In the eyes of the public, a specialist

would be someone with knowledge or talent in a
particular area of practice or industry which
is greater than that possessed by the average

CPA.

Since we do not yet have the standards and

accreditation procedures for defining special

ists, any such designation would necessarily be

ambiguous and could be misleading to the public.
6.

The question of whether a CPA should be able to
advertise hourly rates has also been debated.

There are, of course, many dangers in allowing
this type of advertising: the $20-an-hour pro

fessional may be three times as valuable as the
$10-an-hour person; and rates can range from

$10 an hour up for the newest assistant to
$100 or more per hour for the senior partners.

If rates are advertised at $10 an hour and up,

depending upon who does the work, is that mis
leading?

And what about fixed fees, such as $25 for the
preparation of any Form 1040 where gross income
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is not over $20,000 a year?

Is that misleading?

Personally, I don’t think so if it is truly a

fixed fee.

My observation is that the Task Force is leaning
toward permitting the advertising of hourly
rates and the advertising of fixed fees.

The

public does have the right to know, or at least
have some idea, what they will be charged for

a service.

The problem is how to accomplish

this without misleading them, especially with
respect to hourly rates.
7.

I believe the group feels that any advertising
which creates false or unjustified expectations
of favorable results, or statements which imply
the ability to unduly influence any public body

should be prohibited.

For example, an ad such

as the following would probably be prohibited:
’’Have your income tax return prepared by us.

Three of our staff are former local IRS
agents.”

The inference in such an ad is that because of
the staff’s knowing local IRS personnel, they
would have some special influence with that

248 •

body.

Obviously, this would be misleading the

public, as well as doing damage to the profes
sion’s overall public image.

8.

The Task Force seems inclined to permit any and

all factural disclosures in paid advertising
about a firm including:

Name,
Local address and telephone number,

Addresses and telephone numbers of other offices,
Office hours,

Statements regarding availability to consult
with clients outside of office hours and at
locations away from the office;

Statements as to language capabilities other

than English;
Acceptance of credit cards;

Number of partners and staff in the local office

and firm-wide;
Partners’or staffs’ educational degrees, mem
berships in professional organizations, dates

and states where CPA certificates were obtained,
and locations where licensed to practice.
9.

The Task Force has also discussed the type of

249 .

media that could be used in paid advertising,
and I believe they are leaning toward no re
strictions in this area.

Therefore, radio,

television, newspapers, magazines, all would
probably be permitted.

10. Encroachment or direct solicitation on a oneto-one basis of another accountant’s client

would probably still be prohibited.

Since

no real public interest is served by this ac
tivity, permitting such practices could be

detrimental to the public’s overall image of

the profession.
Whatever revisions in the rule the Task Force might
finally recommend to the Board, and whatever portion of them

might be accepted by the Board, such revisions would, of

course, have to be approved by the Council and finally by the
membership.

The format of any changes would probably take the

form of a new General Rule on Advertising, accompanied by a

series of interpretations of the rule.

Finally, as a last

step, after approval of a rule change by the membership, the

current ethical rulings in this area would have to be reviewed
and a majority of them revised.
Before I open this up for discussion or questions if
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there might be any, let me re-emphasize for at least the
third time that the Advertising Task Force believes at this
time that the current advertising prohibition should be made

less restrictive.

But no definite decisions have been made

as to how it should be modified, what should be permitted or
what should be prohibited.

The preceding specific points

represent my personal evaluation of where they seem to be
headed.

Hopefully, the recommendations of the Task Force

will be available to the Board of Directors at its July

meeting, and perhaps I am being too optimistic.
I would like to close by thanking the Task Force

members, on behalf of the Ethics Division, for accepting this
assignment.

They do not exactly have before them the world’s

most popular job, but because of their prior experience in
the ethics area, they knew the magnitude of their task when

they accepted the assignment.

Further, I think they all know

that whatever their final recommendations will be, it is like

ly that certain people in the profession will be violently
opposed to any change. (And as an aside, I am still waiting
for the first member of that Task Force to thank me for

appointing him to it. [Laughter])

But on this note of en

thusiasm, I commend them to continue on their search for the
best answers for the public at large and the profession.

I
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wouldn’t assume that anyone would have any questions about
that, would they?

(Laughter)

CHAIRMAN CHETKOVICH:

Stand by for a moment at

least, Clayt.

MR. OSTLUND:

All right.

CHAIRMAN CHETKOVICH:
MR. LONDON:

Questions?

Comments?

Point of clarification as to one of

the remarks you just made.

You said that the name, telephone

number, addresses, office hours, and so forth, would be

something that would be permissible under your interpretation

of what the precedent is today.
MR. OSTLUND:
MR. LONDON:

Yes.

The second point.

Sometime ago, per

haps a month or two ago, the Institute circulated an adver
tisement, of which I have a copy on my desk, that supposedly

appeared, sponsored by the State of Texas, showing a picture

of an individual with the endorsement of the society saying
that CPA’s can also prepare income tax returns, with a big

1040 across the top of that ad, as I recall it; and in
addition thereto, in very small letters at the bottom, it
said CPA’s can also do audits, financial statements, MAS
engagements, and so on.

Am I clear in believing that that was merely a
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a statement of what someone could do or someone had done as

far as Texas was concerned?

I think another one I also saw

had to do with Utah which had done the same thing.
MR. OSTLUND:

Was this an institutional ad you are

talking about?
MR. LONDON:

MR. OSTLUND:

Yes.

I think that institutional advertising

has always been permitted.
a ban on that.

I don’t think there has ever been

We did it in Illinois.

chapters ran them.

We drew up ads: the

I don’t know how successful they were.

I

have not seen any ads proposed like that for an individual

CPA.

Now, I could be wrong, because with the flood of materi

al that comes in, we could miss something.

Is there anybody here from Texas or Utah who wants
to comment on that?
MR. LONDON:
right.

I think that was institutional.

You’re

There was a great deal of controversy the evening

I presented that to the Delaware Society about whether or not

the image of the CPA’s is being somewhat tarnished by this
institutional type of advertising.

And I suspect there will

always be someone who will object.

But you’re right.

I

would agree with the position of the committee that, almost

as much as the self-regulation in industry and the profession,
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unless we open the doors to this advertising, someone is

going to force us to do it.
MR. OSTLUND:

Thank you.

MR. BRUCE J. HARPER, Texas:

I don’t know of any

thing like that that has ever been published down there.

To

my recollection, I think what that was was an article in the

Texas CPA News where the pros and cons were published by the
And we have a cartoonist down there with the CPA

members.

News who prints up these caricatures and things that might

have been in it if we had advertised.

But I know of nothing

like that that has ever been published as an official adver
tisement.
MR. OSTLUND:

We did run them in Illinois.

I forget how many ads were run.

couple of years.
pensive.

Bert,

We have been doing it for a

It’s kind of died down.

It is pretty ex

We just couldn’t evaluate the benefits of any that

we were getting from it.
MR. WEINSTEIN:

Is that a fair statement?

They were supposedly in the phone

book.
MR. OSTLUND:

Pages?

You say they were mostly in the Yellow

In the local telephone directories, not the big

metropolitan one.

In the outlying areas of Chicago.

MR. FLOYD A. PETERSEN, Utah:

I am President of the
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Association in Utah.

While I don’t know everything that has

gone on there in the past several years, I cannot recall such

an advertisement in the State of Utah.
MR. OSTLUND:

I think should be aware of this.

I

stand to be corrected, but we in the Ethics Division have
never felt that institutional advertising by a state society
has anything wrong with it, anything unethical.

permitted for quite awhile.

It has been

I don’t think many have done it.

MR. BARRY B. FINDLEY, Arkansas:

I know that we

have had proposals proposals presented to the state society
way back before anybody before anybody talked about the ad

vertising rule about the Institute advertising.

And I know

it is definitely concluded that that is appropriate.

Of

course, the problem is the appropriation of the funds to do
this, and also the question of the tastefulness of those ads

would be what we are talking about now, not the ethical con
sideration.

I’ll just make this other observation.

I know that

back at the time competitive bidding was a question of gov
ernmental intervention, I think the American Institute did,

in fact, withdraw its rule and put this back in the hands of
the various state jurisdictions.

I wonder if there is an

analogy here in your committee, and has that even been
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considered: that rather than the Institute continue to

prohibit advertising, that it be placed back in the hands of
the state jurisdictions again.

But that is exactly how compe

states’ rights or something.

titive bidding was decided.

I know that is a question of

That’s my question.

Have you

considered that?
MR. OSTLUND:

Well, it’s been discussed.

I would

remind you that there are now thirty-nine states in the

Joint Ethics Enforcement Plan, and five more I think are in
the process of joining it which makes forty-four out of the

total fifty-four jurisdictions with a similar Code of
Ethics with some minor variations.

It would be quite a pro

liferation with fifty-four separate jurisdictions writing

separate advertising rules.

It doesn’t sound like quite the

way to do it.
If you abandon it with the Institute, I don’t know
how you would ever start reinforcing something again.

Once

you say the Institute’s advertising move is out, it’s wide

open and how would you ever reimpose any type of restric

tions?

Or maybe you feel that it should just be abandoned.
CHAIRMAN CHETKOVICH:

MR. OLSON:

Wally?

Well, I was in the middle on that

competitive bidding situation.

At the time that the Justice
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Department attacked us on competitive bidding, they also
raised the question of advertisement and by agreement, really,
we set aside the advertising question.

They said that they

wouldn’t prosecute it further at that time.

They made it

quite clear, I think, that at some future time, unspecified,
this would again be brought forward just as it has now.

At

that time, though, the problem was purely related to the
American Institute.

they were proceeding.

It was against us, as an Institute, that
Many of the states immediately follow

ed suit, but I think Texas is one that continues to argue
against the change.

And I am not sure where that stands now.

In any event, it isn’t a case of our pushing some
thing back at the states.

Whatever the states already have,

they will have to deal with on their own, it seems to me,
just like we did with competitive bidding.

in the long run is clear.

I think the answer

Just as it was in competitive bid

ding, we are going to have to modify by almost practical
elimination except for the undesirable features that you have
pointed out, Clayt.
CHAIRMAN CHETKOVICH:

Thank you, Wally.

MR. CARL HILTON, Texas:

I believe you stated that

this is a proposal to permit advertising which would not have
any effect on the rules that we have against solicitation and
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encroachment.

I was wondering if you felt that in the long

run these efforts by the government to open up would ultimate

ly bring things wide open, and whether solicitation would be
permitted, or whether you feel that in the long run the pro
hibition against solicitation will stand in our profession.

MR. OSTLUND:

Now, you’re asking me to forecast the

future, and it would be like asking Wally to forecast when

the Justice Department was going to go after us on advertis

ing- -and they finally did.
I think now there are many good arguments one-and
one solicitation is not in the public interest.

know how far the courts are going to go.

Court may help.

We’re just not sure.

We do not

The U.S. Supreme

To be completely legal

ly safe under the First Amendment, you’d say anything goes.
But I am not sure the courts would force us to that position.
I’m not practicing law and I’m not an attorney.

I would hope that we could maintain those prohibi
tions of things which can be proven are definitely not in the

public interest and actually might be misleading to the pub
lic.

It is very strange how those all tie together with also

the profession’s interest.

We don’t have opposing interests

with the public in that area.
MR. A. BURKE HAYMES, Texas:

I would like to clarify
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the Texas position.

The inference was that the Texas Society

or Texas CPA’s had run tasteless institutional ads.

I know

that that’s not the case because we haven’t had the money to
run any Texas institutional ads.

(Laughter)

Secondly, the position of Texas hasn’t changed on

Rule 15.

I am a member of the State Board.

The State Board

still has a Rule 15 against competitive bidding.

We have

a little difficulty enforcing it (laughter), but we are

seeing cases, and as several of our national firm colleagues
have been involved, we may have to change that rule.

As far as institutional advertising, a number of
banks and trust companies have run very tasteful ads urging

the public to make use of the services offered by our profes
sion.
CHAIRMAN CHETKOVICH:

Thank you, Burke.

Wally, did

you have a comment?
MR. OLSON:

Well, just the observation that in all

likelihood whatever prohibitions would remain, where I think

all of us around here would agree that they would be lacking

in taste or were not in the public interest, we probably have
to recognize that as time goes forward, each of those in suc

cession is likely to be challenged in a specific case. We may,
therefore, be fighting a continuing battle even if we put up
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logical research.
MR. OSTLUND:

That could be, and I think the pub

lic’s attitude may change, too.

I think when the advertising

prohibitionsby this profession and by other professions were
first promulgated, everybody felt at that time they were in

the public interest, and you didn’t have a lot of hue and cry
from the public that they weren’t.

But the public’s attitude

has changed and it may continue to change.
MR. LONDON:

I will apologize to the State of Texas.

I was only trying

I did not mean to infer that-- (Laughter)

to describe the literature that I received.
I do have one other question.

The Institute is em

barking upon a PR program, and somewhere I feel that the
areas will probably overlap as to what we can do to forward the
image of the profession, one area of which has to be adver

tising, tastefully arranged.

And I am wondering whether or

not that will be a consideration, especially keeping in mind
that meeting that is coming up in July in Chicago for the PR

program.
CHAIRMAN CHETKOVICH:

Would you enlighten us on this

Wally?
MR. OLSON:

the question.

I’m not sure, Mike, that I understood
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CHAIRMAN CHETKOVICH:

peated.

I’ll have the question re

Would you mind, Sam?

We are going to have a PR program.

MR. OLSON:

Sam, your question was:

If,

Is Clayt’s Task Force going to hold

up pending what we are going to do in the Public Relations

Program overall on a national basis with the state societies,
I guess the answer to that is ”No, I don’t think so.”

I

don’t see that they conflict in any way.
MR. LONDON:

That was not the thrust of the ques

tion, but rather whether or not there was going to be co-ordi
nation.

If we are talking about public relations, we cer

tainly have to be talking about forwarding the image and put
ting the image before the people whom we feel are important,

whether they be the general public—and certainly the general

public--or the other professional groups that we want to

draw attention to us, and how the two efforts are going to
co-ordinate.
MR. OLSON:

Well, certainly the Public Relations

Program, the national program that we are undertaking, will

be co-ordinated in total with all of the state societies.

a matter of fact, the major part of the program has to be
implemented and carried out by the state societies.

will be co-ordinated throughout the whole profession.

So it
But

As
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what advertising is done by individual practitioners or in

dividual firms is up to them.

co-ordinate.

That’s something we can’t

But, in a sense, our Public Relations Program is

going to be more in an institutional nature than that of an

individual firm.

But it certainly will be co-ordinated.

CHAIRMAN CHETKOVICH:

Thank you.

Any other ques

tions?

I guess the record should show on the matter of

these tasteless ads that any suggestion that any state society
represented at this meeting indulged in such activity has

been vigorously denied.
MR. OSTLUND:

debating the question:

(Laughter)

We had a little fun in the Task Force
Should you allow pictures?

And it

depends on what type of picture you’re thinking about--the
bikini-clad girl or the picture of the CPA hard at work at

his desk.

I don’t think they quite decided on that.
CHAIRMAN CHETKOVICH:

Are there any other questions

or comments of Clayt?
Clayt, would you just repeat for our benefit again

the timetable you thought would be pursued by a report to the

Board of Directors before the July meeting?
MR. OSTLUND:

We hope to have our report and recom

mendations to the Board of Directors for consideration at your
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July meeting.

I think it’s the latter part of July.

We are

meeting again shortly, and they are at the point where I

think they are going to start saying ”Yes” or "No” on some
of these.

But they have not yet.
CHAIRMAN CHETKOVICH:

Thank you very much for your

report and for all you have done.

(Applause)

We will now break for coffee for half an hour.

It’s

available outside here, and then we will resume with any
other business.
...Coffee break...
CHAIRMAN CHETKOVICH:

Can we get on with our meet

ing?

Before we proceed with the open forum, I want to
pass on to you a very generous offer made by our esteemed

Treasurer, John Zick, on behalf of Price Waterhouse.
You will recall at the start of the program Wally

advised you of the testimony of PW at the Metcalf hearings
yesterday.

This testimony, in its entirety, is contained in

a bound volume which John has already made available to the

Board of Directors of the Institute.

He now offers, on be

half of PW, to send a copy of what he calls "long form re
port,” which makes very interesting reading, to anyone present

here who would wish a copy.

So anyone who would like to have
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a copy of this testimony, leave your name and address with

Janice down front, and John will see to it that you are mail

ed a copy.

At no charge, John?

(Laughter)

Now we will proceed to what we call our open forum.
At this time, we would like to hear any questions that you
may have concerning the Institute, any other business that

you wish to bring up, any comments or any criticisms that

you would like to offer and, in that context, any commenda
tions would not be ruled out of order.

MR. KAHN:

(Laughter)

On Monday, I heard some discussion about

the image of independence.

I would like to direct a resolu

tion to the image of dominance in regard to the American
Institute, and my resolution is to improve that image: that

the ”Big Eight” and the seventeen other large accounting
firms do not dominate the AICPA; and that the Council, as the
governing body, can take action today to correct some of the

parts of this image that the Metcalf Committee has directed

some attention to.
I notice, with approval, that some attention has

been given to the relationship to the FASB on Monday, which
I applaud, and I recommend this resolution as something that

the Council can take immediate action on.
the background of it is this:

The resolution and
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WHEREAS, the Subcommittee on Reports, Account

ing and Management of the Committee on Government Opera
tions of the U.S. Senate has issued a staff study en

titled "The Accounting Establishment" which indicates,
among other things, that:
1.

Ninety-two percent of the firms listed on the
New York Stock Exchange are clients of the

Big Eight;
2.

Eighty-five percent of the 2,641 corporations
listed on the New York Stock Exchange and the
American Stock Exchange are clients of the

Big Eight;
3.

Other implications of dominance of audit ser
vices to federal, state and local governments

by the Big Eight;
4.

The Big Eight comprised only 15% of the AICPA's
117,695 members, but they comprised31% of the
252 members of the Council in Fiscal 1976;

5.

The Big Eight representation on several of the
most important committees of the AICPA exceeded
50%;

the Council of the American Institute is aware of these

facts, and the AICPA has, for many years, has professions
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development courses and programs to aid and develop the

abilities of smaller firms as well as CPA’s in industry,

government and education.
The Council recognizes that the participation
of members of the Big Eight and the next seventeen larg

est accounting firms in committee service has been a
positive factor for the best interests of the public and
the accounting profession since the inception of the

Institute and its predecessors.
The Council recognizes that the twenty-five

largest firms have, because of their size and internal

research capabilities, tended in the past to be better

equipped to commit manpower and resources to the activi
ties and committees of the Institute.

Nowhere in the

staff study is there evidence that these activities and
committee service has been adverse to the public inter

est.

But it has failed to create professional activity

among other CPA’s.

The Council is well aware that while the

twenty-five largest firms work together for the Insti
tute, these firms compete against each other in the
marketplace with all other firms for professional engage

ment.
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The Council recognizes that the active parti

cipation of more firms and people in industry, government
and in academia in the committee structure of the Insti
tute is necessary and desirable in the public interest

and in the furtherance of the accounting profession.
The testimony of the Chairman of the Insti
tute on April 19, 1977, before the subcommittee stated:

"Many of the problems identified are real and well-

recognized by the profession.”
And he also testified that the preliminary recommenda

tions of this committee, which will be the subject of

public hearings, are already under intensive study with

quote?

in the Institute.

"We can assure you that all of the

final recommendations will receive careful consideration,
and while some are bound to be controversial, we expect
that many will be implemented in the relatively near

future.”

It is, therefore, necessary for the Council,

as the governing body of the Institute and as repre
sentatives of the profession, to take immediate action

on those areas which they can properly correct and

improve upon, and the Council desires to indicate that

it can respond to proper constructive suggestions.
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THEREFORE, BE IT RESOLVED by the Council of

the AICPA meeting in Phoenix, Arizona, on May 11, 1977 ,
that:

1.

The present procedures for determining committee
members be revised, and greater participation
be recruited from a broader spectrum of the
profession.

2.

The membership of any committee, except the

advisory committees A, B, C, Education, Govern

ment and Industry, and those that deal with
international matters, be limited to 20% of the
Big Eight firms and 20% of the next seventeen

largest firms, the rest, 60%, from other members

of the Institute, including those in industry,
government and education.

3.

The elected Chairman of the Institute be a mem

ber of a Big Eight firm not more than once in
every three years.

4.

This resolution is to be effective at the start

of the next fiscal year.
I would trust that,in response to my request to

testify before the Metcalf Committee, this resolution is
passed and now I can report to the Metcalf Committee that the
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Institute can take care of itself.

Thank you.
CHAIRMAN CHETKOVICH:

Thank you, Howard.

Is there

a second to the motion?
...The motion was seconded...
CHAIRMAN CHETKOVICH:

MR. MARVIN STONE:

Discussion.

Unfortunately, this resolution

did not come to my attention,at least,in advance.

I happened

to see a copy of it about twenty minutes ago.
I would suggest, first of all, that a matter of

this importance and gravity should, as a matter of courtesy,

have been given to all members of Council in advance so that
they could really get the full impact of it.

It is very dif

ficult for me, I know, to really assess something that I just
hear orally, especially when it’s as lengthy and as involved

as this.
However, I do have some kind of quick, off-the-top-

of-my-head reactions which I would like to share with you

before I take my bride back home.
With regard to the third of your resolutions, I

would imagine that Mike Chetkovich would be the first to vote

in favor of his not being chairman of this body more than once
in three years.

I would think, though, that it would be a sad
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thing indeed if that kind of limitation or restriction would
be placed on the will of our membership.

I would hope, with

some notable exceptions perhaps, that we have always chosen
the best person to hold that and every other job.

And if the

best person more than once in three years happens to come
from one of those big firms, I can only applaud the fact that

they are willing to be that generous with the time and talents

of the person who usually is the top man in that firm and

who usually has the most to do.
So I would hardly think that that would be a move

ahead for this organization.

As a practical matter, I don’t

believe that our statistics would indicate that the Big Eight,
at least, has provided more than one in three on an average,

although I haven’t really made a study of it.

But my recol

lection is that they probably have gotten less rather than

more than their share if you are trying to do it on an equit
able or pro rata basis.

All the ones I have seen who have

held that job from those firms, I would put among the longest
ball hitters of the group that has ever held that office, in

cluding the present incumbent certainly.
Now, to get to the question of the committees, I

have had at least a slight hand in appointing committees, be

ing Mike’s predecessor some eight or nine years removed, and
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so I know the problems that one faces when you sit down with
two, big, black books that are made up.

color black has any special significance.
the size does.

I don't think the

(Laughter)

This is a massive undertaking.

But

It is massive

primarily because you have huge jobs to fill and normally

not enough willing workers to fill them.

And the fact that

the disproportionate number of those willing workers have,
in some cases, come from larger firms is, to me, a compli

ment to those firms and it is not something that we ought to
guard against.

In every instance, most of the presidents have act

ed in their appointive capacity—I know in my instance cer
tainly, and I have sensed it in others of my predecessors and
successors—and they have been out looking, soliciting, seek
ing people from smaller firms who can and are willing to de

vote the time.

This is not to indicate that people from small

firms don’t have the talent.

But, for example, I can speak

with authority about the Auditing Standards Committee because
one of my partners served on it and he spent something

50-60% of his time for three years.
audit partner.

like

He is our most valuable

This was a great contribution on our part.

We think we got a great benefit.

But for a firm, even of our

size, it was a hell of a problem for us to do without the
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most valuable auditor in our midst for that long a period of
time.

Not every firm is willing to do this and certainly

many firms aren’t able to do it.
If you put some kind of an arbitrary restriction of
20%, let’s say on the Auditing Standards Committee, that

means that four people from the Big Eight out of the twentyone and another four from the next seventeen could serve; and

I would suggest to you, having sat in the appointive position
for one, long, hard year that I would be hard-pressed to fill,

both with able and willing workers from the 60% that are left,
the remaining spots on that very important committee.

I just

use that as an example.

I think the easy way, of course, for me to try to
put this rather undesirable thing to bed would be to move to

table.

But I choose not to do so because I don’t think that

it merits further consideration at a later time.

So rather

than do so, I would like to stay here and urge that you join
me in voting against a resolution which I think has nothing

but poor implications and a poor, poor solution to problems

which may or may not exist.

Frankly, I don’t agree that they

do exist.

Now, if you really want to address yourself to

something important, let’s address ourselves to the 92% of
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those big firm clients who are now in their hands and let’s

figure out a way to redistribute those.

(Laughter and

applause)

VOICE FROM THE FLOOR:

If that’s a resolution, he

ought to be ruled out of order, Mike.
MR. STONE:

(Laughter)

If somebody could figure out a way to

implement that, that’s a resolution that I could support

wholeheartedly.

In any event, I do seriously say that this

is a kind of resolution which may or may not be fencing with
a real problem.

I, frankly, do not perceive a problem, but

if there is one, I think this is not the solution to whatever

that problem is perceived by either the Metcalf Committee or

the person putting forth the resolution.
(Applause)
?
MR. FITZGERALD: I am from a small firm, and I echo

Marvin’s statement in that I think to take a resolution like
this with its complexities and ramifications and present it

in a motion, without giving anyone time to examine or study
it, is really not doing justice to this group.

And I have

very mixed emotions about many of the things I heard, and I
am not certain in the aggregate whether it would actually
enhance the situation or be detrimental to the situation.
guess is that it would probably be some of each.
with Marvin’s conclusion.

My

And I concur
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MR. DERIEUX:

Like Marvin Stone, I have been through

this process, and I certainly agree that placing arbitrary

quotas and restrictions on those who may serve would more
likely inhibit the committee activity than improve it.

The

problem, if there is one, is more a matter of identification
of those able members who practice in some of the smaller
local and regional firms who do have time and are willing to
serve.

We should address ourselves to the identification if

we are to make a significant change in the committee struc

ture.
I am certain that every president or chairman with
whom I have been familiar has had this in mind when he has
made his committee appointments, and I suspect that those

chairmen who have come from the Big Eight have probably been
even more conscious of it than perhaps Marvin and I were, be

cause they wanted to make certain that they did not discrimi

nate against the members who could serve that might be

appointed from the local firms.

Marvin’s assessment.

So I certainly agree with

I believe we should not pass the reso

lution at this time.
MR. JOHN L. RICKETTS, Starkey, Ricketts Company,

Philadelphia, Pennsylvania:

As a member of Advisory A Com

mittee, but speaking strictly for myself, I, too, think that

this mechanical approach to the problem is not the correct

one.

I know that we on the Advisory A Committee are looking

into it and getting co-operation from the officers and the
staff of the Institute, in trying to solve these problems,

particularly the greater representation of the smaller firms
on the various committees.

I think it is a problem that

everyone is endeavoring to solve.

If there is a problem, I

think we are on our way to solving it.

However, I do not

think this particular mechanical approach is the proper solu
tion.

MR. CULP:

I, too, would say that any quota system

would be entirely wrong.

We have different jobs to do on

each committee, and they are selected for the jobs to be done.

I think the promotion of any science approach to a committee

would be wrong.

I think it’s an artistic approach.

I think we should defeat the motion, but I don’t

think we should ignore the problem.

If we look at what has

been happening and what is happening, there must be a disease
within the Institute that must be looked at, because when the

outside committees look at what we are doing, they end up
taking us out of the Institute.

We see it in AUDSEC.

We

currently see one of the large firms now suggesting that we
take it out of the Institute and transfer it to the SEC.
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So while we don’t always like to have ripples and

people who create waves, we also recognize that when water
isn’t disturbed, sometimes it becomes stagnant.

And I think

there is a problem of infringement, and certainly there

should never be a policy--and I think that is the policy right
now--of having all of the eight larger firms represented on
that committee if there is a major question facing the profes

sion.

We can see it in practice, and we are too able to

document that in statistics for some outside force.

I think

we need to approach this artistically, and when it’s a problem
that faces the whole profession, it should be represented
crosswise.

I want to explain that just one bit further.
ago, I was on the Planning Committee.

Years

I represented a small

firm, and John Burton was there and he was representing people
who worked in practice.

It’s one thing to be on a committee

and it’s another thing to have the vote.

John Burton, for

instance, is a very eloquent speaker and you aren’t going to

stop him from speaking.

But when the votes came, it was al

ways 7 to 1 and I was one of the seven, because he was not in
practice and didn’t understand our problems, and so forth.
Evidently, some of his proposals had merit because they are
now adopted some years later.

And I know that’s a
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But if the votes have to be spread

controversial figure.

around, I would go back to Wilbur Stevens’ group because

there are two local practitioners in that.

They represent

about 70% of the profession, and you are talking about some
thing that is going to change the whole profession.

They

should have a representative number of votes, not a quota

system.

I would vote down this proposal, but certainly when

we make our appointments there has to be more art supplied.
(Applause)
MR. STEVENS:

correct the record.

Mr. Chairman, I would just like to

I mentioned yesterday that there were two

local practitioners who filled the category of general prac
tice on the Committee on Specialization.

There are two repre

sentatives of the Big Eight firms on the Committee on
Specialization.

There are many other local practitioners on

that committee.
MR. PAUL LAMBERT, JR., Washington, D.C.:

I agree

with you, Marvin, that the problem does exist in all likeli

hood, and I agree with you that hopefully this body would

vote negatively on the motion.

However, in order to give the

Council an opportunity to have a choice, I move that the

resolution be referred to the AICPA Board of Directors with
the request that it consider the proposal and report back to
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the Council so that the issue can be discussed at the Fall,
1977 Meeting of the Council.
CHAIRMAN CHETKOVICH:

Is this a substitute proposal?

Is there a second to that proposal?

...The motion was seconded...
CHAIRMAN CHETKOVICH:

Now, do we have a discussion

of that proposal?

?
MR. PETER ELDER, New York:

Members:

Mr. Chairman, Fellow

I would speak against the substitute motion as well

as what has led up to it because it doesn’t defer the problem
perhaps in the proper order.

At this time, I would substitute, if I may—or sub
stitute an amendment, whatever (laughter), and hopefully you
can go along with some inadequate wording.
In effect, I would like to propose to this Council
that this problem is of such great magnitude that it requires

study.

And on the basis of the impressions I got from the

Structure Report that was previously covered here on Monday or
the Financial Accounting Foundation structure, I think that
the words spoken so far on the entire motion and particularly

on the one in debate right now are appropriate.

And here is

my substitute:

That this Council instruct the Chairman of the
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Institute to expand the special committee that he has in

mind or has appointed to study the openness of Council meet

ings, to the sunshine or whatever as to how the Council will
operate, to include a study of the present structure of the

American Institute, including the Council, the Board of

Directors and all of the committees.

In fact, I have in mind for the Council’s considera
tion the type of report that you had available to you on the
Financial Accounting Foundation whereby the special committee

would report its findings and its recommendations on each of

the problems already discussed, including how committees are
formed, how they are appointed and what could be done to en
hance that.

I know my wording has gotten away from me.

But the

impact of this is to substitute the amendment that this study
group be appointed by our Chairman and that it definitely
report at the Cincinnati Meeting for consideration of the

Council any recommendations regarding the makeup of committees
or the Council Meeting or the structure of the Institute.
CHAIRMAN CHETKOVICH:

This is an amendment, in ef

fect, to the substitute motion.

...The amendment was seconded...
CHAIRMAN CHETKOVICH:

Any discussion?
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MR. LAMBERT:

Only very briefly.

I would urge the

defeat of the substitute motion, the second, whatever it is,

that the gentleman up here made.
I believe that we should leave the mechanics of re

viewing and investigating the policies and procedures of
committee appointments as well as the structure of the com

mittee to the leadership of the Institute through the Board

of Directors.
...The question was called...
MR. EARLE E. JACOBS, JR., Connecticut:

I believe

that Dave Culp has indicated that we have a problem, and I

think everybody in this room recognizes it.

Howard Kahn sub

mitted his resolution because of the effect it might have on
testimony before the Metcalf Committee.

It seems to me that

the impression that we give is really to recognize, as you did

in your testimony, that, yes, we have a problem.

And since

this is indeed the governing body of the AICPA, certainly we
should support what you have stated which is that, yes, we do

have a problem.

And rather than turn down Howard Kahn’s

resolution automatically (and I recognize the defects just as

Marvin Stone does), I think it would be a better posture for
the defense of this Council to endorse the fact that some

changes are necessary, as you have indicated, and perhaps
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utilize the vehicle which has been suggested to you, by hav
ing a special group study the problems.

Perhaps you can get

a little bit more publicity which will get you some more

membership for the various committees from academia, from the
small firms.

In the meantime, we agree to have a positive

statement before the Metcalf Committee and not one in which
we don’t recognize there is a problem and that we don’t in
tend to do anything about it even if there is one.
CHAIRMAN CHETKOVICH:

The question was called for on

the amendment to the substitute motion.
VOICE FROM THE FLOOR:

Would you state the question?

(Laughter)
CHAIRMAN CHETKOVICH:

MR. ELDER:

That’s what I am after.

Mr. Chairman, could I help you on that?

I hope that my resolution is in the minds of all the Council

members.

In effect, it states that the expansion of your

special committee that you have in mind will be made, and that
that expansion will include a study of the structure of the

American Institute of CPA’s, its Council, its committees, its
members, its Board; and the mandate to the special committee

will be to respond to the Council with this type of a report
at the Cincinnati Meeting, and covering all the recommenda

tions in the study.

(Holding up book)
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VOICE FROM THE FLOOR:

Mike, is the discussion end

ed?
CHAIRMAN CHETKOVICH:

The question has been called

for on the amendment to the substitute motion as it was just

read.

VOICE FROM THE FLOOR:
could have a vote on that.

I guess parliamentarily you

If you want to vote on it, I’ll

wait.
...There being no further discussion, the motion
was put to a hand vote on the amendment to the substitute
motion and, upon count, the amendment was declared defeated...
CHAIRMAN CHETKOVICH:

Now we are back to Paul

Lambert’s proposal.

MR. STANLEY BECKERMAN, New York: I would like to
associate myself with the amendment under consideration.

I

must pay homage to Howard for his good intentions, but I would
like to associate myself with the remark that there was inade
quate exposure.

I don’t think that matters that are this

serious should be presented at the last minute before Council
without our having an opportunity to consider them.

I think we all agree that these questions raised

in the resolution should be considered, and an orderly way

would be to permit the President and the Board of Directors to
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assign proper people to consider it and report back which is
why I associate myself with the amendment that is now going

to be voted on.
I would also like to say that I find quite objection
able the implied threat that if we do not pass the motion,

the proposer will so tell the Metcalf Committee that it is an
indication of bad faith.

I think this group has very good

faith and wants to do its best for the profession, but it is
not going to be rushed into some kind of hasty action because
somebody is going to tell the Metcalf Committee on us.

I also would like to suggest to Howard and his co
horts that they should recognize that this is one profession
and if the Big Eight or the large firms are going to be regu

lated or under government supervision, next it is going to be
the middle-size firms and finally it’s going to be all firms,
and that when you take pot shots at the easy targets, you

really are inviting action against yourself.

should learn to stand together.

I think that we

If we have problems, we

should try to correct them, but the way is not to divide the
profession into groups which is going to be counterproductive
for all.

I think this came up a number of times on this ques

tion on independence relating to associations with your im
plied threats, ”If you don’t play our game, we will play by
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ourselves outside of the Institute.”
I would like to repeat that we are one group, and the

only way that the accounting profession is going to survive

in any form as we have known it is if we put forth a united
front after complete and adequate discussion, with nothing

under the rug.

A committee appointment or a problem should be

discussed in a timely manner with a solution we can all agree

upon.
Therefore, I would support the amendment to the
motion.
CHAIRMAN CHETKOVICH:

Is there any further discus

MR. C. HUNTER JONES:

I would like for the chair

sion?

to read that motion.

I just want to make sure it’s an affirma

tive action motion.
CHAIRMAN CHETKOVICH:

This is what I have, and if

this is not the motion as you presented it, Paul, please cor

rect me.
MOVED that the resolution be referred to the AICPA
Board of Directors, and that they should report back to

Council at its Fall Meeting.
Is that the sense of the resolution?
MR. LAMBERT:

That is correct?

Do you want it all?
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MR. JONES:

The original resolution would still be

before us.
CHAIRMAN CHETKOVICH:

The Board of Directors will

study this resolution and, of course, the broader problem in

the context of the resolution, and we will report back to this
Council at its Fall Meeting.

That is the thrust of the

resolution.
MR. JONES:

I wish we had some further action on

the end, but I will accept it like it is.

MR. STANLEY H. VOELKEL, Texas:

Would it be appro

priate to offer an amendment to attempt to clarify the situa
tion?

Let me mention first what I would propose as the

amendment which would read to this effect:

RESOLVED:

That the Council authorize the for

mation of an ad hoc committee to study the representation

of members of committees, Council, officers, and other

elected and appointed positions; and that the ad hoc
committee prepare a recommendation for the Fall Meeting

of Council for consideration by Council at that time.
...The amendment was seconded...
MR. VOELKEL:

This is a clarification, I think, and

would enable a proper study, and the Council would have a

report of that study for the Fall Meeting.

I think it could
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be handled in a very appropriate manner.

I think the matter

requires study in a proper manner, and I believe this would

provide that for the Council members.
CHAIRMAN CHETKOVICH:

Would you read that again,

please?
MR. VOELKEL:

RESOLVED:

That the Council authorize the for

mation of an ad hoc committee to study the matter of
representation of members (These are members of the

Institute) on committees, Council, officers, and other

elected and appointed positions; and that the ad hoc
committee prepare a recommendation for the Fall Meeting

of Council for consideration by Council at that time.
MR. DERIEUX:

May I make a point of order, Mr.

Chairman?

CHAIRMAN CHETKOVICH:
MR. DERIEUX:

Yes, sir.

It seems to me that this resolution

is almost the same, if not the same, as the one which was just
defeated and would amount to a reconsideration.
CHAIRMAN CHETKOVICH:

that?

Do you care to comment on

What difference do you see between your resolution and

the proposed amendment to Paul Lambert’s resolution that was

just defeated?
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MR. VOELKEL:

I think this resolution clearly iden

tifies the specific problems of a separate committee and

would require specific attention to the matter.

It is not

moved in with other studies and activities and would enable a
clear report to Council.
CHAIRMAN CHETKOVICH:

Mr. Secretary, is this a

proper motion?
SECRETARY SCHNEEMAN:

I believe it is a little bit

narrower than the motion that was defeated.

As I understand

it, instead of turning the question to the Board of Directors,

you would be turning it to a specific ad hoc committee.

The

motion that was defeated related, as I understood it, much
more to the overall structure,and this does seem to be narrower.
CHAIRMAN CHETKOVICH:

Would someone call for the

question on this?
...The question was called...

VOICE FROM THE FLOOR:

It has never been seconded.

CHAIRMAN CHETKOVICH:

Yes, it was seconded by Andy

Marincovich.

...The proposed amendment was put to a hand vote
and was declared defeated...

CHAIRMAN CHETKOVICH:

Lambert’s motion.

So we are back now to Paul
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...The question was called...

CHAIRMAN CHETKOVICH:

Andy had the floor.

MR. ANDREW P. MARINCOVICH, California:

I would urge

the defeat of the Lambert substitute for the reason that it

appears to be a tabling of the original resolution, because,
in effect, it requests a study of that resolution.

The reason

I was for the previous defeated substitute motion was because

it was a fresh approach to the problem that we are facing.
CHAIRMAN CHETKOVICH:

Well, Andy, I don’t interpret

it as a tabling motion because the resolution reads:

That

the resolution be referred to the AICPA Board of Directors

and that they should report back to Council at its Fall Meet
ing.
The specific resolution that was proposed by Howard

Kahn is now referred to the Board of Directors.

MR. MARINCOVICH:

Correct.

Which, in effect, would

put it on the table to bring it forth at the next Council

Meeting.
CHAIRMAN CHETKOVICH:

the table.

Technically, it is not on

It has to be ready for action at the next Council

Meeting.
MR. MARINCOVICH:

Yes.

But, in effect, we will

still have that same resolution before us at the next Council
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Meeting.
CHAIRMAN CHETKOVICH:
MR. KAHN:

The question has been called.

As the maker of the motion and who

realizes that there is other business before the Council, I
would be quite content to refer the matter to the Board of

Directors for action by the Council in September.
I would like to comment, however, that (1) my re

marks

I would hope to report to the Metcalf Committee would,

I hope, be passed in time.

God only knows we don’t threaten

people here, and I did not intend to threaten any associated

group to have any part in my resolution: it was done by myself.

Even my partners in the office don’t know about it.

afraid of what will happen when I do get home.

I’m

(Laughter)

I would also like to say that I got here Wednesday.

I had time to read the Institute’s response.
ing the Metcalf Committee Report.

I had been read

I felt that this was some

thing Council could direct itself to.

I am quite confident

that Council can direct itself to it.

I am also aware of the procedures, in a vague way,

of how the two black books that Marvin Stone mentioned are com
piled.

And I do believe that the compilation of those two

black books leaves much to be desired.
of my resolution.

That was the purpose

As one practitioner who has been to a
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number of Institutes since 1950, I have never found my name
or I never saw it in that black book.
I think that in the Institute, there are many thou

sands of people outside who are willing to work for the In
stitute and who don’t find their names in those black books,
because their names are not submitted in the proper order.

So I do think that there is a procedure that has to
be corrected, and the identification of people who are willing

to serve has not been properly done by the Institute.
I did my homework in reading the response in the

Metcalf Committee report.

I don’t think that the preparation

of the black books can be justified by normal procedures,
and I think that’s a job that the Council has to direct itself

to.
I don’t know how good Marvin Stone is in mathematics

but I think if you add up the twenty-four past presidents of

the Institute, you will find that thirteen of them come from
the Big Eight firms.

It would seem logical, in looking at

the roster of the past presidents, that every other year one

of the Big Eight was Chairman of the Institute.
prised that Marvin did not recognize that.

I am sur

But I just think

that that seems to be the procedure.
CHAIRMAN CHETKOVICH:

Thank you, Howard.

Sam.
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MR. DERIEUX:

Just one comment.

I think if you

look back, you would find that a number of those were not

with the Big Eight at the time they were President of the
Institute.
CHAIRMAN CHETKOVICH:

The question has been called

for.
...The motion presented by Paul Lambert was put to
a hand vote and the vote was indecisive.

The motion was then

put to a standing vote and the count was 69 in favor and 76
opposed...

CHAIRMAN CHETKOVICH:

The motion is defeated by a

vote of 76 to 69.

Now we are back to the original motion.
...The question was called...

CHAIRMAN CHETKOVICH:

VOICE FROM THE FLOOR:

The question has been called.
Point of order, Mike.

I

would raise a question as to whether the original proposer

hadn’t withdrawn his motion by his previous statement.
CHAIRMAN CHETKOVICH:

Did you want your motion put

forth to a vote?
MR. KAHN:

Yes.

...The question was called and the original resolu

tion was put to a hand vote and the motion was declared
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defeated...
CHAIRMAN CHETKOVICH:

That is not to say, by any

means, insofar as I am concerned in my position, that this

matter won’t have the continuing attention of the leadership
of the Institute, and it is receiving such consideration, I
can assure you.

Any other comments, questions?
MR. BECKERMAN:

I was very interested in John Zick’s

offer to provide us with copies of the testimony.

But in

view of Ted’s opening day speech and Al Sommers’, I was cer
tainly surprised, to say the least, to see Price Waterhouse

taking a course which appeared to be completely at variance

with that expressed as the general policy of the Institute,

and I would appreciate some explanation, either from PW or
from the officers, as to what happened there.

CHAIRMAN CHETKOVICH:

There is nothing by way of

explanation that I can offer in that I was not privy to any

discussion of the testimony nor did I expect to be.

I don’t

know, John Zick, if you’d care to comment at this time or not.
MR. ZICK:

Mr. Chairman, thank you for a moment or

two on the floor.

Permit me to say that Price Waterhouse did not take
testimony at the Metcalf Subcommittee as anything to be done
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loosely or without great consideration.

Our firm generally

appreciates and understands the posture of the Institute.

have no question about that.

I

But quite clearly, there is

room in any decision-making process for a variance of views.
Suffice it to say for the moment I think it would be inappro
priate to debate on the floor of the Council what our pro

posals to the Metcalf

Subcommittee say until you have had an

opportunity to read them and study them carefully.

We think

they are well-constructed and constructive suggestions for the
future.
I do hope that after you have had a chance to read

the "long form report," as I have characterized it, and have

given it thoughtful consideration that you will find that it
is indeed a constructive step forward.

CHAIRMAN CHETKOVICH:

MR. EARLE JACOBS:

Thank you.

Mr. Chairman.

Next.
It seems to me

that since this program is for the good and welfare that per

haps this open forum session should be held on Monday rather
than on Wednesday, because it’s obvious to everybody that

we have lost a great proportion of our membership.

This is

the only opportunity in the three sessions of Council for

Council members to be heard.

I think that many of us would

like to hear the opinions of those who have already left and
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whose vote cannot be counted.
I would also like to comment on the Connecticut

resolution to which you referred on Monday in which Connecticut

proposed that we split Group A.

The manner in which it was

resolved was perfectly satisfactory to the Connecticut dele
gation, but that’s not my point.

I am concerned rather about

the manner in which it was handled.
On April 28, the Secretary of the Connecticut Board

of Governors wrote a letter to Mr. Olson suggesting the pro
posal which was enunciated and asking that this matter be

brought before Council for its deliberations.

Instead what

happened was that the matter was presented to Group A which,

as you heard, unanimously opposed it.

Then the Board of

Directors reached this satisfactory solution, but that, too,
is not the point.

It seems to me that the Board circumvented

a function of Council and prevented the Council from discussing

the matter.

I would remind Council members and the administra
tion that the Bylaws recite that the governing body of the

Institute shall be the Council, but do we really govern?

Perhaps.

There are other matters on which our voice might

have been heard when we have been prevented from doing so.

I have already referred to the Connecticut
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suggestion about Group A which was effectively removed from
our agenda.

And there were two other items about which we

heard here in Arizona.

Might not both the Stevens' Committee

requests for funding have been referred to Council rather

than being reviewed by the Board?

It seems to me that matters

of this type, considering the time span, could properly be

brought before this Council for its deliberations.

Also, the

conflict about whether or not CPA association firms might
conduct quality control review programs for each other might
have been brought before this Council for its opinion.
To summarize, Council’s opportunities to govern, it

seems to me, are unduly restricted and removed from us.
It also seems to me that our Council membership
could be more truly representative of our constituencies from
the states by discontinuing the appointment each year of seven

members at large and by reallocating those positions to the

various states.

In effect, what is happening is that the

seven members each year are nominated by the Nominating Com
mittee , and I would suggest to you that perhaps it might be

better for the seven members to again be representative of the

additional states.

Finally, I would like to know about the activities

of Group A, Group B and Group C.

Should not the activities of
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these groups be reported to Council?

And I might ask why

the membership of those groups are not set forth in the

Handbook which each of us receive each year.
Thank you, Mr. Chairman.
CHAIRMAN CHETKOVICH:

Wally, I would like to have

your comment on that last question about why the names of the
members of those committees are not included in our book.
MR. OLSON:

When the Advisory Committees were es

tablished, there was great concern about a cutoff in the
size of the firm, the number of firms that would serve on

Advisory Group C or those that would serve on Advisory Group
B.

I believe there was the feeling on the part of some firms

that if you listed the names of the firms that were in

Advisory Group C, that would somehow create a Big Fifteen
instead of a Big Eight, and that that then would put a shadow

over the firms that were in Group B as opposed to being in
Group C.
Whether you agree with that or not, there were very

strong feelings on the part of many of the firms that that
was the case.

It was expressed by a number of the firms that

they had become accustomed to the term "Big Eight,” but they
certainly didn’t want to invite the establishment now of a new

term of ’’Big Fifteen” or big something else.

For that reason,
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we have not printed the names of people, the individuals

serving on the Advisory Committees.

We felt we should be

consistent: if we didn’t print the names of the individuals
for one Advisory Committee, we shouldn’t do it for any of

them.
However, I think we recognize that we certainly

have published in the CPA Letter on more than one occasion
the names of people in Advisory Group A, particularly for
that group, because we want our membership to know who is serv

ing so that they are able to deal with and contact the

people who are members of Advisory Group A.
I would like, if I may, Mike, make one clarifica
tion to what Earle has said with respect to the motion coming
from Connecticut.

The letter which I received indicated

that they wanted to bring up the matter on the floor of

Council.

The response to them was that time would be allot

ted for the representatives of Connecticut to bring up the
matter on the floor of Council during the open forum here

this morning.

I think in light of the fact that the Advisory

Group was meeting shortly after that, we would have been most

derelict not to have called that recommendation to the atten
tion of Advisory Group A so that they could at least give

some thought to that proposition before any action was taken.
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CHAIRMAN CHETKOVICH:

Yes.

I would follow through

with that, and advise Earle that, of course, you have the

option, if you wish, of bringing the resolution to the floor.
The Board did not pre-empt that kind of an action on your

part.

I reported, on behalf of the Board, the receipt of the

resolution,of your letter and the action that was taken at

the Board meeting.

But certainly you are free to present that

resolution, if you so wish.

I would like to comment on just a couple of the

other points that you raised with respect to the actions of
the Board of Directors which might be brought to Council.
Certainly, the Board recognizes fully that Council is the

senior governing body of this Institute, and we try to conduct
ourselves within that framework.

There is always the matter

of judgment as to which actions are of sufficient import to
be brought to Council.

And I think if we err, we try to err

on the conservative side in bringing them here.

We do report

to you on all the actions that we take so that if anyone in
Council has any reservations with respect to them, they can
be challenged.

I would say that as far as your comments on the

action taken by Council with respect to the issue relating

to quality control review of CPA associated firms, there is
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nothing final about that.

All that was done in that case was

to suggest to the committee chairman, when he presented his

report, that we thought we could possibly spend some more

time considering this matter of criteria and circumstances.
Again, that will be reported back to Council in appropriate

time.
MR. JACOBS:

tended to be general.

Mr. Chairman, my remarks were not in
I only hope that the role of Council

might be a little more extensive.

As I indicated earlier,

the Connecticut suggestions concerning Group A were handled
in a manner most satisfactory to the Connecticut delegation.

That wasn’t my point.

I hoped that we could get more deli

berations from the Council, and I consider the matter closed.
CHAIRMAN CHETKOVICH:

We appreciate all of such

suggestions.
MR. OLSON:

May I just try to add a point of clari

fication when it comes to the actions of the Nominating Com
mittee relative to members of Council.

First of all, as I am

sure you all know, basically all members of Council are here
as a result of nominations by the individual state societies.

At the time that the at-large membership was created

as a group of seven, the purpose there was to make available

to the Council people who conceivably had moved from one state
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to another and perhaps moved again, and, consequently,never
would have made it up to Council if they had waited to pro

ceed through the more or less normal channels which are fol
lowed in the individual state societies.

Consequently, there

was the hope that some of these individuals would be added.
I don’t know that there has been a hundred percent carrythrough on that basis.

That is the principle and I think in

most cases that has been the basis on which the individual

has been put forward on an at-large basis, including, I be

lieve, our present chairman.
CHAIRMAN CHETKOVICH:

Thank you.

Who was next?

Andy?

?
MR. MARINCOVICH:

Mr. Chairman, I first would like

to compliment you, the staff and the Board of Directors of
the Institute for planning and conducting what I believe to

have been a very productive and fruitful meeting for all of

us.

My main point, however, is I believe scheduled in
the fall is a one-day Council meeting on Saturday immediate
ly preceding the Institute’s Annual Meeting.

I would like to

raise a question of whether that is a sufficient length of
time for a body of this size to get together and debate the

problems that are before the profession today.

It might be a
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little late this year for us to assemble in Cincinnati on

Friday.

But I wonder if in the future we ought not to con

sider having the Fall Council Meeting longer than about six

hours.
CHAIRMAN CHETKOVICH:

That is certainly a very

relevant suggestion and question.

I would doubt that we

could do very much about the Cincinnati schedule at this

point.

But certainly it is a matter that should have our

consideration in terms of thinking ahead to the future.

I

guess we’d like to think that there will come a day when we

won’t have as much on our plate as we have now.

But after

listening to the discussion here on Monday and everything that

has transpired since, and what you might be reading in the

paper tomorrow and the next week, I think that’s a very idle
hope.

So, in all likelihood, we will be in a position where

we will have more to be considering.

The question is how

much time we can then devote to the problems we have and what
is the best way to address them.

But certainly your comment

should have our consideration in terms of future planning.
MR. RONALD S. KATCH, Illinois:

I would like to get

some clarification from Wilbur Stevens regarding his remarks
yesterday as to the accreditation process of gaining exper
tise in various areas.

It is my interpretation that in order
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to gain expertise or to call oneself an expert in the sub
specialties, let’s say of taxation as he referred to it, one

would be required to take an examination and,as well, would
be required to take twenty-four hours of CPE credit in each

year for the two years prior to becoming an expert as well as
for the succeeding five years.

If I am correct in my interpretation, it would seem

to me that any individual who wishes to gain expertise in the
four or five areas which he noted as sub-specialties in

taxation, he would have to be taking CPE credit up to, let’s
say, 120 hours a year just to maintain that so-called ex
pertise; and that seems a little bit ridiculous.
CHAIRMAN CHETKOVICH:

I would like very much to

have Wilbur respond to that, but he told me earlier this morn
ing that he was going to leave around eleven-thirty, and I

presume he’s gone.

He’s not in the audience.

We certainly

will refer that question to Wilbur and his committee and ask

them to respond to you.
MR. KATCH:

Thank you.

VOICE FROM THE FLOOR:

For several years, it has

been recognized that some of our generally accepted account

ing principles and disclosure requirements have presented
problems in their application to the preparation of financial
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statements for small businesses, and I believe that the
Institute has had somebody working on that problem.

I would

like to inquire as to the status of that work and what we

may anticipate in regard to some type of relief on that.
CHAIRMAN CHETKOVICH:

I believe it was on Monday

that I reported, in general terms, the status of that project.

The chairman of that committee reported to the Board of
Directors at our meeting on Friday, and I have reported on

that in connection with the activities of the Board.

The

Board is very much concerned with this problem and its reso
lution.
We decided that we would address a letter to the
FASB on this issue to inquire of them if they were going to
act on the matter of exceptions to generally accepted account

ing principles or standards with respect to smaller business

es, and if they were, to indicate the time frame, and if they

were not, to advise us in which event we will have to consi
der what actions we might take internally that would be

appropriate in this matter.
Is there anything further we can add to that in

terms of the current status?
MR. OLSON:

No.

CHAIRMAN CHETKOVICH:

Anyone else?
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VOICE FROM THE FLOOR:

Mr. Chairman, as a point of

information, is the Institute’s Bylaws Committee an active,
ongoing study committee?
CHAIRMAN CHETKOVICH:

too.

I’d like to find that out,

(Laughter)
MR. OLSON:

No.

I might add that the structure —

and I think that is the thrust of the question--was examined
a number of years ago.

Wally Oliphant, I believe, was the

chairman of that group or at least a member of that group.

MR. WALTER J. OLIPHANT, Illinois:

No.

There were

three of us.
MR. OLSON:

And there was a report that was issued.

At that time, there was an extensive study and, of course, it
provided for some of the changes that we have today in

structure—all of them as a matter of fact.
the appointment of committees.

But we also have

The committee appointment

process has been studied and studied and studied.

I think we

have studies of that at least every year by one group or

another.

The last prolonged study was by the State Societies’

Relations Committee and Advisory Group A is currently in the

process of studying it.
So it is not a matter that has not had attention.
It’s almost a perennial study that we have.
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CHAIRMAN CHETKOVICH:

Thank you.

Anyone else?

If not, I assume there is no further business to come before
the meeting and I would entertain a motion to adjourn.

...The motion to adjourn was so made and seconded,
and upon being put to a voice vote was carried...
CHAIRMAN CHETKOVICH:

Thank you very much.

(Applause)

...The Spring Meeting of Council of the American

Institute of Certified Public Accountants was then adjourned,
sine die, at 12:05 o’clock, p.m., Wednesday, May 11, 1977...
* * *

